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ABSTEACT 

This integrated review of national trends affecting 
the health care system is primarilj^ intended to facilitate the 
planning efforts of health care i:^roViders and consumers^ Government 
agencies, medical school administEaitors, health insurers, and 
companies in the medical market. It may also be useful to educators 
as a textbook to give their studeats some nnder^.anding of the 
complex interaction of various forces inside and outside the U*S* 
health care system. The document contains four 'chapters! (1) changes 
in the Invironaent Affecting the Health Care System CPopulation 
characteristics and Trends, Tec/hnology^ and Disease Trends) g (2) 
Government Programs and Eegulatlon (The Government's Role in Disease 
Prevention and Health Eesearch/ The Government's Bole in Determining 
the Supply of Health Manpover, Government Financing and Eegulatioo; of 
Health Facility Construction and\ Operation, The Government's Eole in 
the Provision and Organization of Health- Services, Government. 
Financing of Health Care, Eegula^ion of Health Service costs and 
Utilization, and implications for Health Care Providers), (3) Trends 
in Health Care Costs and Method's of Payments (Overall Trends in 
Health Care Expenditures and Costs, Hospital Expenses, The Growth of 
Health Insurance, Use of Health Insurance to Control Costs, National 
Health insurance (NHI) , Health iMaintenance Organizations (HHO's), 
Foundations? and Ippendixi The Kaiser plan), and (^*) The Health Care 
System (Organization of the Health Care System, Hospitals, Doctors, 
and Nurses) , A 5-page summary and a 20*page bibliography are 
included, (HD) 
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/ '"^^--^.^ . PREFACE 

■ / " • " ' ■ 

^'This report, prep'ared , by Cambridge Research Institute, preeants 

an integrated review of trknda affecting^^.the U*St Health Care Systein 
^and thus should facilitate the planning efforts of health care pro^ 
vldara and consumers , Government agencies, medical school, administrators, 
health insurers, and^conipanlea In the medical market. While the report 
ia designed to assist policy makers in making decisions, educators may 
also find It useful as a textbook to give their students some under- 
standing of the complex interaction of various forces inside and outside 
the health care system. 

The book la an updated and expanded version of an earlier trend 
analysis, completed in January 1972,4^rwhich has been widely, used In health : 
planning and in jnanagerlal educatidh of health care personnel. We hope that 
the expand ed version will be even more useful to those coricerned with learn-' 
ing about , the- health care system and with planning In that system* The re= 
port is concerned only with ■ national trends; a similar analysis of state 
and loca^/trends would be required for planning on a state or local basis* 
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FOMWORD 



In ordET to plan for the provision of health services and the 
various componante. of the health care delivery system which provide 
thoae aerviceSs it la neceaaary to understand the influences on. arid 
tranda affecting that aystem,, It is in this context that we have 
provided for the davi^o'pment and publication of Trends Affecting 
the U.S, Health Care Syatem. 

This monograph preaetita a detailed overview of these trienda 
from a national perapectivet ^ The authors review the changea in the 
anvironment affecting the health care ays tem. and the Government -a 
changing role in health. They also provide an overview of trends 
in/ the delivery syatem itself ^^with a focua on facilities and^ 
health manpower* . . . . 

It ia, our hope that this document wiJLl-be^particul« 
valuable to thoaa who participate in^ the Thealth planning procass at 
State and local levels In addition to providing a national 
co^parisonj it can serve aa a prototype for slmiiar analysea by 



health plannera in their own area 



At the same time 5 we hope that 



the monograph will be of use to health iyatem manager^^s..who-are 
affected by and influence these trenda^ and to educators and their 
students j who need auch knowledge as paf^ of their training for 
health planning or health administratl^p^ care 



ear a 





igene J.. RUbel 
Acting Director 
Bureau of Health planning 
and Resources Devalopinent 
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INTRODUCTION 

., Ma'tional health expenditures , mushrooming from $12 billion in 1950 'to 
$104.2 billion in 1974, now consiime 7.7% of our gross national product, versus - 
the 4.6% they consumed In 1950. While the Consumer Price Index rose. 98% be- 
tween 1950 and 1974, physicians * fees rose nearly 168%, and the cost of a semi- 
private hospital room rose 532%Iii This startling escalation in medical care 
costs has provoked bothygover.nment regulators and health insurers to seek means ' 
of curbing hospital costs, Conununity hospitals, which enjoyed a period of. eu- 
phoric growth in the 1960 - s , suddenly find themselves in a financial bind be- 
cause they cannot raise their prices as freely as they did in the .past, and 
philanthropic gifts are less readily available. Many states have instituted 
Certificate of Need laws tp- restrict the bullish expansion of health care fa= 
cilities that occurred in the last decade or two. Congress has passed a law 
mandating regional health planning and is contemplating programs for national 
"health insurance. U,S, medical schools are overwhelmed with applicants, yet 
hospitals must hire large numbers of foreign medical graduates to staff the.^r ; 
residency programs. The newspapers continue to talk of our "health care crisis" 
and the failure of the U.S. health care system to serve all^segments of -the 
population equitably. ^ ' f -V- - 

The dramatic strides made in medicine in the last 20 years' do not seem to 
have been .matched by equally substantial improvements in the organisation' of 
U.S.. health care. Although medical care in this country is excellent..,in many 
respects ^ there are complaints that it is not provided as equitably,/ efficiently, 
and economically as would be desirable. / 

But improvements in the U*S. health care system can be designed rationally 
only if there is a clear understanding of how the system operates at present, 
what internal changes are occurring in the system, and what trends/ in the en- 

' ■ ' / ■ J ■ ^ ^■ 

vironment are likely to affect the system. -This study attempts to apply a 

^ ■ ^ ' ■ \ " . ■ ^- /■ 

methodology called Environmental Analysis and Planning to the health bare sys- 

tern by providing detailed statistics on the existing U.S. health/cari system 

and analysing the internal and external trends pushing the Byst^jn in sometlmes^^ 

contradictory directions./ What is' the Impact on health care of /changes in the 



economy, the demography, and the political and social values of this country? 
Ho^ has the expansion of health insurance affected the delivery of health care?; 
IWhat has been the impact of governinent prpgranis and poHcies? How is the health 
care system responding to these changes in its envlroninent? ■ 

Analysis of questions such as these is used to bring into focus the key 
issues facing health' care policy makers, whether they be health care providers, 
health planners, government regulators,, or health Insurers, This study hope- 
ifully will dlSQ%:be useful to educrtors training fiJture health care policy makers, 
and to intelligeht laymen; concerned about the deficiencies in our present health 
care 'Systes^. Thevdata we/: have collected and analyzed is designed to; provide 
some background information for decision-making about the proyision of health 
care. in this country. Our study does :not seek to^prescrlbe policies but to 
serve asja tool for. those who in one way or another will. play a role in making 
policiespin this crucial area of Ajnerican: life. 



CHAPTER I 



■■ ' CHANGES IN THE. ENVIRONMENT 

AFFECTING THE HEALTH CARE SYSTEM ' " ' . 

Changes in thB QharaatBriBtioB of the U.S. popul^^tion^ new 
developments in techno logy f and ahmnging disem&& I'^tternm are 
aff eating hath the demands upon the U.S. health -aare system". 
and thB aaaeptable methods of mmeting those demands, 

■PopuLATiOM Characteristics fim 1mm 

" . - ■■ ' ■ ' - . \ 

The population that must be cared for bp the U.S. health aare 
system is growing at a slower rate, but changes in thB charaa-^ 
tcristics of this populatipn a rw increasing the demand far 
heklth Carey ' X) Declining^ birth rates and aidvmncing life]ex-- 
peatancies are resulting in a larger percentage of the popu- 
lation in the older age groups which^have greater health aare 
problemB; 2) rising educational leyels and affliienae are stimu^ 
Imting the demand for ^ood health:: aars and making the publia 
mo^ii critical of hQalth care providers i 3) the poor arm 6ainr^ 
ing better access t^the fiealth care system as health care has 
grown to be regarded f$ a ri^ht rather than a privilege and 
a& this right is iiicreaslnqly bolstered by goyernment policies. 

' ■' '' . ' i. ^ 

RATF: " " ^ I 

T hu rate oT j^o pulntigt^^^vowrj i Jn ^hg Uiiirad Sto^tij slowi n^jni-'n , , 
twpen I960 nnd-^ the totjil resicrdnt ^opulatioi; af ^fie United Urates rrow 

r.^achinii. 204 mljliun in ipVQ lld^ 3s jignifirantlf xowei^ tlian the- 18^ 
incronse rogisterc^i betivGen JJi^^n and 1^60, Eui&nu'of ^be Henikus ogtlmFt^ 
ior L client o thaL the? inrt^'asr O\or = i9''0 j^by be «r lov^ S^.'^ 

Tho rare of populntiDn growth virios con.^idprnbl y from region to rep inn 
JTi the United Stntes , »Vhile the U.S. populntian aii a- whole grew 13?* betWft/^vi 



U.S. Department ot^ CQminerce;\ Bureau the, CensuSt Statlsclcal Mb^iraet of 
the United Stntes, ]i^74 f iV^shingtrin , D.C. : U.S, Government Printing omee, 
197^), Tables 3p 15, : 14. The 1370-SO ^growth rate would be as i^ow Bk on}/ 
if the average number of birth.^ per 1 , OOOMVomen ' upon cbmpletlon of ^hjldbeni 
ing is fls low a-A IjSnO. " 



1960 and 1970, the population in the West grew 24%, the population in- the 
South grew 14%, aijid the popuiation in the Northeast and in the North Central 
regions, grew, less than 10%. . (See Exhibit I-l.) ^ 

Thw. a^hough the total United States population continues to increase, 
the rate of increase is declining appreciably, particularly in the Northeast 
and the North Gentral sections of the country. ' ' 

The slowdoUi in popui at ion . growth should ca uge health care facilities 



to be more cautiious about expandinR than they were during the years, _o£_ 



sizeablp population i ncreases , ^ Population projections for a facility's 
service area should be carefully studied before embarking on an ei^pnr^ion 

' ■ ' ^ ■ ' . ' .. " ■ \ ■ ■ ' 

program, . = \ > . 

BIRTH RATE 

Tht> princi pal reason for the slowdowTi in population growth is the dra- 
ma Hr dro p In theybirth rate since 19S7 . In- 1957, the number of births per 
,1,000 populatio|i''was .25.2; by 1973 the birth rate had fallen to 14.9. 

The fertility ;rate has .plumnieted even faster than the birth .rate. In 
19S7 there were 122.9 births pir 1,000 women of childbearing age (age 15-44); 
by 1973 the fertility rate had fallen to 69.3. a drop, of nearly 50%,- (See 
Exhibit 1-2.)^ Women tod^y are having only 1.9 children per completed family ■ 
less, than the population replaceniont rate of 2. 1' childrBn. 

The baby boom in the 1940's and early 19S0's, however., is currently , 
granting a spurt in the number of women of child-bearing age- By 1980 ■ 
the number c,f vvomen in the high fertility ages of 20 to 29 will jump 14% 



'For data on the rates " of population 'groWth in the indiyidual states, see 
Supplementary Exhibit S-I-l at the end if this chapter. | 

.2'>Birth. Fertility .Rates at" a' New Low in U.S. ," New York Times . April 16, 
1974, p. 1.' ' " :\ , ■ 
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jPZi. fi^"^t?^hir?-'Pii. |i,(\r u.s, l=nvernnenf Printing ...... -. , ....,4^,. i 

ID^O popujatn^M prpi.^tion in rhe Census nurenu's |irojectinn urid^f Series l-c/ whieh :aB^um. 

.auu hn-rns -..r l.dOO upon conipletion of i IdbearinK mid cont inucit ion of 1960-^1970 

mgrotton |iL»tterns. = ' = 
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SouJce: U,S, Depirtisnt of 'CoieTci^puriau of Cansus. Statistical Abstraet of the Unitid Etatas f 
(ishington, D.C, rU J. Oovsment Prifitini Qffica,:i§?l), TaWgs 9, ^?|n. ^, ; ' ' 
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over,the 1974 figure.- Therefore .-.even though these women are having smaller ' 
families, the birth rate births per 1,000 population --may rise for a 
time. However, the fertility rate - births per 1 ,000 women of childbearing 
age — seems likely to continue its downward trend j unless there are unfore- 
seen changes in lifestyles and values. Among the many reasons for the falling 
fertility rate are the .following: 

. ■ • Better contraceptive methods are now available. 

• Abortion laws are lass restrictive, * " 

Familx; planning services are increasingly available to the 
poor as well as the middle class. As a consequence, the fertility 
rate among the poor has fallen considierably Vaster than the rate 
.among other segments of the population. The fertility rate among 
women in the poverty level classificatipn fell from 153 in 1960-1965 
to^rai in 1966-1970, a 21% decrease. In contrast, the fertility 
* /ratd among women in the non-poverty level; classification fell from 
98 in the early I960*s to 81 inthe later 1960*s, a decline of 17%.^ 
Thus, the fertirity rate of the poor was 56% higher than that of others 
in the early 196p's but only 49% higher In the later period/. If 
the analysis could be extended up to 1973, the statistics would pre- 
sumably be eyeh more striking. .-. ^ .\ 

• The escalation in college tuitions and other costs maymake people 
^ more concerned about ^ restricting the size of their^ families. 

© More women are working and thierefdre concerned about limiting the 
number of children they must car^ for, ' - 



1 



In J974, the Birth Rate Moved Up, " New York Tit^iesy March, A . 1975. Section 

4, p. 5. . ^ ■ ' _— . - - ---- -^-.^,.,_-:r_: - 

2 - _ . _ 

Frederick S.' JafFo, "Low Income Families: Ferti iity Changes in the 1960's/ 
Family Planning Perspectives , January 1972. ^ 



With women* s> liberation, axuberant motherhood less fashionable, 
than it once was, . ' ■ ' 

Religion is no longer hkving smh an impact on family planning, 
-For example, the bir€h ^pectations of Catholic women aged 20 
to 24 declined more than twice as mucft as those , of non-Catholic 



1 

women. 



* The declining fertility rate will affect the health care system in many 
ways, although the temporary rise in the birth rate in the'n^xt few yaars may 
mitigate some of these effects for a time, . / 

m Those hospital obstetric: units already suffering from Im; occupancy 
levels may ba under increasing pressure to close . There may also 
be less demand for the services of obstetricians, though abortions . 
may keep soma obstetricians and some hospital OB units busy. 

- -. " ^ ■ ■ . mi-. 

• The demand for hospital pediatric unitj will also decliTie . m part 
because of the lower .fertility rate and in part because of medical 

' advances which are reducing the need for hospitalization' of sick , 
children. For example, the polio vaccines have dramatically reduced 
the incidence of this disease, and antibiotics have reduced the 
need to hospitalize children- with pnftumonia. 

• Better contraception and greater ease in 'obt aining abortions may 

' reduce neo-natal mortality . ,for mortality rates tend' to be hiiher 
among iUegitiniate babies, omong babies born of older mothers, and , 
among babies bom to mothe rs with a large number of children . - 

■ ■ ■ ' "7' ■ ' ■ ^ ' ■ ^ 



-Edwin Gold, "rublic THoalth Aspects of Future OB-GYN Services," Obstetrics 
and Gynecology , March 1973,^. ,462. . ' u 

^^eTelTGlmsl, Sd. ,- "A^Wdy^f^sCT^^ and Infant Mortality,." . ■ 

. A^»^-r^n .Tournal of Public/Health , September 1973' Supplement. AJso, Margery 
' Barnett,, "Legalized Abortion Credited with Some Health Advances, Hospital 
' Tribunr r'PebTD¥ry 11, 1974. , = , 
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Mortality ^rates -tend to be higher, also for ba^^^ 
families, and it is in these socio-econoniic classes that the fer- 
tility rate'is falling the fastest.- " 

• Differences in fertility rates among various population segments 
seem to be diminishing. Therefore, health facilities serving pop- 
ulation groups that in the past had narticularlv high fertility 
rates may face a steep er drop in the demand for their .services than 
facilities yervingjiopulation groups whose fertility rates were alwa ys 
comparatively low . , .' 

■ • m With smaller fajnllies, there may be less migration to. the suburbs. 

"^^^ population served by inner city health facilities may cease to 
fallj and the population served by'suburban health facilities may' . 
not grow so rapidly as in the past . This trend Will, of course, be . 
accentuated If gasoline shortages or very high gas prices increase 
the difficulty of commuting from the suburbs. 

\ 

AGE DiSTRIBUTION 3 

: ' ^1 ; ■ ■ . . ^ 

The populat ion of the United States is prowinp old^r. Fewer babies are . 
being bom, and pepjple are living to more advanced ages. In 1920 life expec- 
tancy at birth was 54.1 years; in 1950 it was 68.2 yearsj today it is over \ 
71, . (See Supplementary Exhibit S-I^20 ^ The advancing life expectancy in the 
United States can be ascribed to a -number of factors including a higher 
standard of living, new nodical discoveries, better and more sophisticated 

liealth care, and improved /public health programs. 

> ' ^ _ _. 

One major reason for- the greater life expectancyrhowevar, is not . the 

improyed health of adults, but. the steep decline in infant mortality, 



U,S, Department of Health, Edujcation, and Welfare^ National Center for Health 
Statistics, Infant Mortality Rates: Socioeconomic Factors, United State s- DHE^ 
Publication No. CHSM) 72^104,5 CRockville, Md," March 1972). — 
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male, baby born In 1971, has 5.5 mere years life expectancy than a male bab>vv • . 
.born in 1939=41, buT 'a 20=year = oad male in 1971 has, only 2.7 niore years life J-' 
.expectancy than his equivafent-in 1939-41 , The-drop; in matornal mortaljlty . 
' Is one rUsbn life expectancy has risen' far^ faster for women than for men. , ' 

Life expectancy for female babies rose 8.3 years between 1939-4i:and 1971, , 

and for 20-year-oltl females it rose nearly 6 years. ; ; , ■ ' 

Although life expectancy continues to croep upward; F>arti cularly £pr''women, 

the death rate has not ifallen appreciahly. iince 1950. • Many disWses have > \^ 

"been conquered by modern medicine -- and modern public health practices 

but the U.S. health care system has: been iris si^ccessful fH" combatihg the r ; " 

debilitating effects of old age that; have become a greater health problem , . ' 

nbw that people are no longer; dying of typhoid or diphtheri And changes ' ; , : 

in our' lifestyle are creating new health problems: ]lpcreasin| pollution, 
' greater use of drugs aiid alcohtfl, heavier smoking;,' ;greateryihcidence of . . 

overweight, less exercise, greater tension and pressure are creating medical ' . 

prpblems th^t can not be successfully tackled; by: improved medical care alone. ; 

Advancing life expectancy is jgreatly increasing 'the percentage of the . >' 

U.S^-population lhat is over 65 years old. In 193^ only 5.4% of the' ^ 

total population was 6S or older,;, in 1973 the older segment of our population 
.■ had grown to over 10%. The perc^tage of older people is ^expected to continue 

.to increase during the 1980's and 1990' s. : (See Ixhibit I-S and also Sup- , 
' .plementary Exhibit S-I=3, which shows the changing-' age distribution of t)y.^^^i. ; . 

U.S. population frOTi 1930 to' the.-year 2000. 0 - 'j'^?^' 

The percentage of the population .that is. over 6S varies considerably from f 
: state to state, as can be seen in Supplementary .Exhibit S-I-4. Variations 

from town to town can be even greater. As a consequence, the size and the , 
nature of the demand: for health care can differ markedly from one area to the, next.' . , 



^U.S. Department of Commerce, Statistical A bstract. . .1974, OR^cit.. Table 81. 



nxhihit r:^3 

PBRCBNTAnE OF lINTTEn STATES POPiiLATION 
AGliD 65 ANDJiLIinR^ 1950-1990 




bourco: 'U.S. Department of Commercp, Bureau pf the Census / Statistical 
Abstract of th^ United States: 1974 (IVashington, D,C.- U.S. 
. Governnient Printing Office, 19741, Tables 3, 35. The 1980 and 
1990 popuiation projection is the Census Bureau's Prolectlon under 
aeries I-E, which assumes 2,100 births per 1,000 wb'nien upon 
completion of childbearing and continuation of 1960-1970 migra- 
^ tion patterns. / , ■ 
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■ The trend toward, an older population, which is hitting some areas more 
than others, affocts. the demand for health care in innumerable ways- 

, nidar people, on ^ yr^r ..pita basis, suf f.r from rncre health defi- ^ 
ciencies than d » ^-"P'-^ P«"ple and therefore require more jncdicjl 
attention at all levels of care . . 
. , Physician visits r r prr-n — cnnsldorably with ofie. 

. . On the average, persons over 75 years of agP visit physicians 7.4 

times a year, while, younger people ^- for example, those berwenn ^ 
the ages of 17 and 24 ^^ se^ a physician less than 5- times a year. 
, Hospital admis'^i on' rates are also higher for older peMo. In 1972, 
nearlv 17% of the population over ag« fi5 wore hospitaliied Ci" short- 
stay hospitals) at least once during the year, compared to only about 
12% of those in the, 17 to 24 ago group. ' Age has been determined to 
be one of the most important factors affecting the, demand for hospital 
facilities, and even small changes in the ago distribution of the ■ 
population greatly affect hospital utilization rates. In one study, 
age represented the third most important influence on the use of short 
term general hospitals; age was. surpassed in importance only by eco- 
nomic factors Cl.e.. hospital insurance status and coverage, family 
income, etc.) and by a variable reflecting/sex and marital status.; 
(See Exhibit 1-4. ) . ■ 



In ^ Department of Health, Education, and Welfare, f|ational Center for Health 
^;^H°;?^f'"rn'.°.. g.tin,;tes From-the Health. Interview jurve^UjaOM^StatM. 
1972^DHEw'pnhlication NO. (HRA) M-lbl2 IRockvtilu, Hd. : September 1973). 
p._26. . 



' Ibid ■ , p. 21 



3james G. Anderson, -Demographic Factors effecting Health Service Utilization: 
A r-ausfll Model." Medical Care, March-April 1973, p. 107. ■ . 
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Exhibit M "\ 
AGEDIFFimLS IN H03Pim UTIinATIOH: 19?0, 19?2 
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~" - 7 — . Utilization of Shdrt-Stay Hospitals : Su«ry of Nonmedical Statistics 
MMitates, Ig, lijjiiif Mlpurn k, m J44765 fikiiUe, ]id.': August lTOi;pp. 19:21. 



UHliiation of Short-Stay Hospitals: Suminarv of tomedicai Statistic s. 
iMjtat^Jin, Dili Piiblioation No," SjlH^O (R#vill^^^^^ ; km 1975), pIT 
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When hospitalised, older people tend tp require a longer hospital 

stay than do younger patients with the same illness, thus , increasing 

the demand'for hospital beds. For example, patients^over 6S years 

of age hospitalized for fractures stay an average of 27.5 days in 

short-term hospitals, while those under 17 leave after about 5.4 

days. Older patients with malignant neoplasms require an average 

of almost 17 hospital days; those between the ages of 17 and 44 

stay-only about -10 days . ^ For aU conditions requiring hospitallza-- 

tion, the averageslength of stay for older people is 12.6 days; 

for patients between 15 and 44 years of age, it is 5^7 days; and for 

2 ■ ■ 

those under 15 it is only 4.7 days. 

Following hospUalization^; older people are more likely to require 
longer rehabilitation periods and more continuing medical care than 
younger, people. Thus, even those older people who are .eventually 
able to return home are more likely to need a stay in some sort of , 
nursing home or extended care facility or to require home care. 
Many older people eventuall)^ become unable to care for themselves. 
Since they are less likely to be able to live with younger rela-^-r 
tives than they did in earlier times they must often end their 
days in some sort of nursing home. About 5.5 of every 1,000 persons 
over 65 are residents of nursing care and related homes, and 89% of 



S. Department of Health. Education, and Welfare, National Center for Health 
Statistics, Aee Patterns in Med ical Care, T lltiess and Disability .-United^ ^ 
gj-gtes, igeg-^lQeg, "dHEW publication No. (ilSMl 72-L026 CWashington, D.C.:. 
April 1972), p. 29. - ' 

S Department of Health. Education, and Welfare, National Center for Health 
Statistics^ Utilis ation of Short-^^^^ y Hospitals: Summary of Nonmedical . 
Sta^st lcs^United Sta tes, 1972, DHEW Publication No. (HRA) 75^1768 (Washington, 
D.C.: August 1974), p. 27. 

3 1 
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the residents of such facilities are in this older age group. ^ 
The growing number of i>lH«riv p.^pi. .>,„p„. ^„ n^rn-r pirn m 
= and changes in;familv Hvinfl arrangements will continue to increBse - 
. the demand for the level nf r-a^^ p^„„4^„ d .nursing homes . - . 

' Older people suffer from different kinds of maladies and therefor ^ 
requ ire different kinds of medical car^^M do younger people, . 
For example, older people are mor^^lfJly to suffer f rom^ "chronic 
conditions", that is, medical problems which persist over a pro- 
longed period, while younger people suffer more from "acute con- 
ditions", that is, infections,, injuries and the like, which usually can 
be cured ih a relatively short time. 

URBANIZATION ' ■ , 

American soeictJi^ is becQ ming increaCingly urbanized . More and more of 
its citizens are moving from the farmsAnd small towns into . metropolitan areas. 
In 1950 the porccntage of the population living in urban areas was 64%: by 
1970 this had increased to 73.5%.^ . ' 

The urbanization of American socioty is having its impact on the health 
care system, tc). fSop Exhibit 1-5.) 

• ' Ur?3a^ i .habitants are more susceptible to acute il Iness . particu - 

larly respirat ory diseases . Presumably this is at least in part a 
reflection, of the air pollution in our cities. 

• On the other hand, fewer inhabitants of metrop olit an areas have 
their activities limit ed by chronic conditions . This may possibly 

■4 ■ ' 



U.S.- Department of lle.nlth, Education, and Welfare, NationaT Center for Health 
Statistics, Characterist ics of Residents In Nursing and Personal Care Home s. 
United States. June-August 1969 . PHEW Pubticntlnn Nn. (HSM) 7^-1 7n4 fp-^rfZ' 
villa, Md. : February 1973). , . ■ • . 

2 ' - . ' ' ■ ■ ■ ' 

U.S. Department of Commerce,. . Statistical Abstract. . .1924 . op. cit. , Table 25. 
' . ' ■ ' 3.2 ■ ■ - • 
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Exhibit I -5 

DIFFERENTIAL IN THE DEMANDS PLACED ON THE HEALTH 
CARE SYSTEM BY POPULATIONS IN METROPOLITAN 
VERSUS NON-METROPOLITAN AREAS 
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sources- U S Department of Health, Education, and Welfare, Public Health 
Source.. ":g,,^^P ed by Number of HgSExtal Episodes and_^_ 

Days in aTiir. United States. 1968 . DMEW PubUcation No. CHSM) 72 

1029 CRockviHe, Md. : December 1971), p, 4. 

_ physician Visits: Vnlume arid Inte'^VBl 

Since Ust Visit. UnltedTtatis7l971 , DHEW Publication No. 
75-1524 CRockville, Md. : Mai-ch 1975), 5. 

A cute Conditions: Tnriripni-R and Associated 

: ni.rtilitv. Uni ted StateTrm 1972-June 1973:^EW Publication No. 
ThRA) 7S-1525 CRockville, Md. : .January 1973),- p. .3. 

__________ Limitation of Activity and Mobility Due to 

-.■^^-r^..M.^r.nditaons.:United -;Jtates^ 

75-1523 CRockville, Md. : November 1974) , p . 6- ; 

aiho high incidence of acute conditions in metropolitan areas in due primarily 
to respiratory diseases. ' ^\ ■ 



? ' V ';. - . , ■,.33 ; ■ ; ' 
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reflect the fact that people living in cities are more likely to 
be in sedentary occupations where physical problems can ba less of 
a handicap than in manual jobs. 

People living oh farm s pay a visit to the doctor far less often 
than people living in metropolitan .areas . This may in, part be 
due to the lower incidence of acute illnesses in rural areas, but 
an important factor is undoubtedly the shortage of doctors in many 
areas outside the big cities. 

A study in New Mexico found, that hospital admission r^tes increase ' 
as urbanization occurs i n a county ; Much of the increased hospital 
usage appears to be the result of the increased availability of 
hospital services to urban dwellers. However, wldle hospitalization 
is low among people living on farms, the highest rate of hospitali- ' 
zation nationally occurs among people living in small towns. (See 
Exhibit I-S,3 -The fact that hospital admission .rates are' even 
higher in small towns^ than. irt metropolitan areas may be due in part 
to the shortage of doctors in mnny small towns, for the New Mexico ' 
study indicated that, in 'areas where the physician-to-populatlon 
ratio is low, inpatient hospital care is substituted for ambulatory 
care normally provided by physicians."^ . 

The fact that popula tion continues to be drained, from non-metro- 
politan areas makes it difficult to attract doctors and to maintain 
occupancy levels in hospitals in such areas . The high rate of- ; 
hospitalization in small towns may be due in part to the fact that 
hospitals there may not be too crowded, and doctors may admit patients 
more readily than in crowded urban hospitals. As the New Mexico 

study found, the supply of hospital bieds (in relation to the -sizeLof 

the population) is a major determinant of utilization in in area. 



1. 



James G. Anderson, op^ cit . , pp. . 104-120,, 
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OCCUPATIONAL PROFILE 

ru. ...npational profilo Am.Hcan peoplo has underfione considerable 

.han.e m recent years. The proportion of white-collar workers professional, 
managerial, sales and clerical - has risen from 37.5% of employad persons m 
1950 to 48.8% in 1974. On the other hand, farm workers have declined from 
12.4% of employed persons in 1950 to 3.6% in 1974. The percentage of people 
employed as blue-collar workers Ccraft workers, operators and non-farm laborers) 
dropped almost 5 percentage points between 1950 and 1974. while service workers 



increased somewhat . ^ 



> These changes in the occupational profile of the population will affect 
health care institutions in two ways. 

' Disease patterns will change somewhat . For example, there will be 

' fewer industrial accidents as the proportion of the population . 
> - employed in blue-collar jobs declines. On the other hand, there 

- will be an increase in those maladies aggravated by the sedentary^: 

" occupations pursued by a growing percentage of the population.. For 
example, white-collar workers have a higher ratio of observed to 
expected cases of coronary heart disease than do blue^collar or 
agricultural workers. On the other hand, chronic conditions afflict 
• . only 3.7% of professional, technical and kindred workers but 19.0% 

2 

of farmers and farm managers. ■ 
. A.Mf.H..^ toward health cafe will' change . White-collar workers , . 
particularly those employed in the.professions and in managerial 
positions, tend to be better educated than blue^collar workers and 
are. therefore, more; likely to be knowledgeable about, and demanding 
. _ of.'medical_care. Thus, the growth in the size of the^hite-coU 
' force will undoubtedly stimulate the demand for sophisticated 
■ medical care. . ' . " ■ 



lu.S. Department of Commerce. Statistlcal_Abst^^ £11,^. Table 568. 

^Thomas Wan. "Social Differentials in Selected Work-Limiting Chronic Conditions." 
Journal of Chronic Diseases , 1972, pp. 365-374. . ,. 

■ ■ ^ '. 35 ^ ■:. ■ ; . . \ 
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The'populatlon of the United States is becoming increasingly better 
educated . Only 35 yearsago, the median number of school years completed 
was a. 6. Currently it is •slightly over 12 years, for 601 of the population 
over age 25 has graduated front high school. The median number of school 
years completed is expected to continue rising as more and more people are 
going to college, Furthermore, those who do go ^o college are tending to 
get higher degrees* irfiile the number of baGhelor of arts degrees conferred 
annually rose 373% between 1940 and 1971, the number .of doctorates rose 970% 

= . , ■ .- // - -.. 

As. the American public becomes better edutatedp it becomes more know- 
ledgeable about medical care, more demanding of good care / less in awe of 
the medical profession, more dncltned to view the hospital care, system with a 
critical eye, and more articulate in expressing criticism wd in pressing 
for reform. Levels of aspiration are rising in health care as elsewhere. 
This pattern of change will have several consequences for the health care 
system. - 

• Better educated people generally maka greater use^:^hMlth services ^ 

for there is increased awareness of the value and importance of 

' seeking prompt medical treatment, 

■ . / . -. - ' 

Physicians are visited more often by people with a high educational 

level. In 1966-67, thcr'e were 3.7 physician visits per p^^son per 
year in families headed by. someone with less than S years of edu- 
cation; but tjiere were 5.0 physician visits per person per year 
in families headed by someone with 13 years o^more of education. 



2 



^U.S,. Department of Commerce ^ \4ta^istica^ Abstract. .1974 , ep. cit^ , Tables 
186 and 230. ^ " ^ 

2 _ . . 

Thomas Bice, Robert Elchorni and Peter Fox, "Socioeconomic Status and Use of 
Physician Services: A Reconsideration," MedicalCare, May-June 1972, p* 266* 



Not only general physician use but also use of preventive 
services are significantly higher for those with some education 

beyond high school than for others. 

' ' / ■ 

Be'ttef educated women are more likely to visit a doctor during ^ 

2 

the first trimester of pregnancy. 

Education (and race) have over the years remained consistently ^ 
related to the use of physician services, but studies^show that 
relationships between^income and use have diminished consider- 
ably over the past four decades* . - 

g People with a higher educational leVel are more likely to carry 
hospital insurance . Among families under age 65 headed by some* 
one with less than eight years of education, only 56.7% of the 
families carried hospital insurance in 1968; but when the head of 
the family had 13 or more years of education, 89.5% .of the families 
had hospital insurance. ^ 

9 Education about health care nutrition, preventive , care, /etc. ) 

is usually more successful among people w^itfCT i gh educational 
attainments . 

% ' The increasing educational leveT of the popula tion ha s stimulated 
the demand for techndlogically advanced methods of care and for 
higher apparent quality of care . 



^Stuart Schweitier, Incentives and the Consumption of Preventive Health Care 
Services, i' Consumer Incentives for Health Care , ed.' Selma Mushkin (New York: 
Milbank Memorial Fund, 1974), p, 39* ^ 

^U*S. .House of Representatives, Committee on Ways and Means, National Health 
I nsurance Resoufc i BbbF Apr i 1 11, 1974 (>/ashington, D.C, ; U.Sr Gdvernment" 
PrintingT^ffice^ 1974), p> 268. 

3 

Bice, op. , c^t . , p* 262. , _^ - 

^U.S. Department of Health, Education, and Welfare, National. Center for Health 
Statistics. Hospital and Surgical Insurance Coverage, United St ates, 1968i 
DHEW Publication No. (H5M) 72-1033 (Rockville, Md. : January 1972) , p. 5, 
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• Health care institutions can expect ineraasing public examination 
and criticism of their operations and growing insistence that ^ the 
public be given soge voice_in determining their policies . Steven 
Strickland's 1971 survey of a representative cross-section of the 
U*S. population, for example. Indicated a public demand for a 

greater role for consumers in the administration of the health 

. = 1 

care system, especially at the local level. 

* Doctors will bj subject to more criticism ^ especially about the \ 
efficacy and efficiency with whieh they provide medical care to 

the public. This is one reason for the rise in the malpractice 
suits in recent years. . : 

AFFLUENCE < 

The population of the United States is enjoying rising affluence p Since 
World War 11^ the economy has generally flourished ^ enjoying a growth in the 
Gross National Product. (GNP) of 353% between 1950 and 1973* To be sure^ much 
of ^his increaHf^ wa/: Attributable to rising prices; but| even in constant 
19S8 dollars. GNR incr*insed 92% between 1950 and 1973. Because the GNP 
has growf? rmxr rapidly than the population, per capita disposable income has 
incressv^ Sror Si, 364 in 1950 to $4,195 in 1973, an increase of 20S%, In 
constrin" 1931 dollars, the increase in per capita disposable personal income 
was 7*5% 

The rise in per capita income does not, of course, mean that poverty hds 
been eliminated in the United States* However, the percentage of persons 
considered to be livi?nj oelow the. poverty level was cut in half between 1959 



Steven P. Strickland, U.S. Heal th Carei What's Wrong and IVhat's. Righ* ^ . 
National "poll f^ommissiimed by Potomac Associates CWashingtoni, 0,0. : 
October 1971) * 

"U.S. Department of Commerce, Statistical Abstract /197 4, np, sit. ^ Tables 600 
and 604. - - _ 
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and 1972. hTiile 22;4% of the Unittd States populatiOTi was classified as. below 
the "low income level** in 1959^ this percentage had dropped to 11=91 in 1972* 

The growing affluence of much of the population is changing the character 
of the demands on the U.S. health care system. 

# As incomes rise and as the percentage of ^e population living 

in poverty declines, some of the diseases associated with poverty, 

malnutrition , and unsanitary living conditions sHould diminish. 

— - - — ^ — ^ 2 _ _ 

The impact of poverty on health problems is drainatic. (Sef 

Exhibits l-6a and I-6bO 

A poor child has half the chance of a more affluent child to 
live to his first birthday. The poor child's chances of con- 
tracting communicable diseases are far greater; for example^ 
only half of all poor children are now inmiunized against polio* 
Poor children have five times more mental illness , seven times 
more visual impairment, six times more hearing defectSj and 
three times more heart disease than their more affluent con- , 7 
temporaries. 

Tuberculosis, venereal disease, heart disease, hypertensioni 
arthritis, mental disease, visual impairment, and orthopedic 
disability are far more common among the poor. 



^ Ibid. , Table 631. The "low income level" is defined by the "poverty index" j 
adopted by the Federal Interagency Committee in 1969 and updated each year, j 
to reflect changes in the Consumer Price Index. 

^Of course, health problems can create poverty if they drain away a famil^y's 
savings or make it difficult for wage-earners in a family to work. So poverty 
and-the associated health problems can be a vicious circle, ' with each ^ _ _ 
feeding on the other. 

^"HEW's Child Health Failure^" Congressional Record 120:512574, July 16, 1974, 
quoted in Medical Care Review , September .1974 , p. 825.^.. . 

^Charles Greene, "Medical Care for Underprivileged Populations," New England ^ 
Journal of Medicine , May 21, 1970, p. 1187. Also Mary Merman, ''The Poor: 
Their Medical Needs and the Health Services Supplied Them," The Annals of 
The American Academy of Political and Social Science, January 1972, pp. 12-21. 



Exhibit I-6a 



IMPACT OF INCOME ON NEED FOR HEALTH CARE^ 1973 



.i 



Family 
Income 
Lave 1 


% .of Population 
with Limitation in 
Major Activity 
Due to Chronic 
Conditions^ 


, _ Number of / 
Short^itay 
Hospital pis- 
charges Per 100 
Persons Per Year 


iAverage Length 
df Stay (in days) 
for Di5£harges 

from SKort- 
stay Hospitals 


All family incoma 
levels 


10.2% 






Under $5^000 


22.9% 






$S,000 - $9,999 


10.7 


_ ■ . ISA 


8.3 


$10,000 and over 


5.6 


11. . 


6\ 9 ' 



Sourcei "Prof ile. of American Health, 1973: Based on Data Collected in the 
Health Interview Survey", Public H ea lth Reports ^' Novembers-December 
1974, pp. 504-S23; ~^ . 



Among these chronic conditions are such things as heart conditions, high blood 
pressure, arthritis and rheumatism, orthopedic impairments, visual impairments 
and mental and nervous conditions. See Exhibit I-6b. 
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' ' Exhibti |-6b. 

RlUTrONSHIp'lRTKEiS PAMILV rHCWi>m.HfALrt PROaLRMS 
CAUilNfl ACTlVtTy LIHITATiQH: JULY igSZ-JUNl 1963 
' (Rate pef -lpOQO popuUtion) 



Rate per , '- 
1 .000 r*£jnu I u r i on 



S3. 8 





Heart nmuUtlpn s 




Ehri t i s and Rhi?jijTUi_t * 





1.4 Pfthppr'^l^ TmngitiiiGniS"' 




. S3JMm- 



- Under. 
I^.nnn 



H i gl» B 1 qsd fr 5 ufc 



I 



S4.nno- 



1,7 



Sauf«; U,S. n.p.fm.nt of (lenUh. Wuc.Upn. and Welfare. Nation.! Cpt.r for HijUh ^Jf ij^ics pg^^^g^ ^ '"^ 

Fanily tneaae. fHjbfk nealth Sorvict. rubUeatlsn No, IQQO-.lififi IQ. Ho, i (*<a?hinglonj D,G.i Nay 1964), fiP. 
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The poor are far more likely to have their activity Impaired 
because of. chronic health problems* Of those with a family 
income of less than $5,000 a year, 22,9% Have some llmitatioh 
in major activity due to a chronic condition, whi'le only 5,6% , 
of those with an income ^5 $10,000 or more are so handicapped. 

^ The poor are hospitalized far more often than mor^ prosperous 
citizens* Among those with a fOTiry.lhcome of less than 15,000 
a year, there' were 19,3 discharges from a short-stay hospital per 
100 persons in 1973, while the discharge rate was only 11*7 for 
r. those with Incomes of $10,000 or more* The high rate of hospital- 
ization among the poor is in part a reflection of- their greater 
affliction w'th medical problemSj but it is also a reflection of 
difficulty the poor encounter in getting preventive and ambulatory 
health services,- One study showed, for example, that over a 
three year period rheumatic fever in an urban area with compre=- 
V hensive medical care was about a ^ third lower than in comparable 
parts of the same city without such cF.re*^ ^ / 

\ = When. the poor are hospitalized j they generally require a longer'' 
. stay in the hospital than those with a higher Income* In 1973, 
the average length of stay for those with an incoJpt? of less than* 
$5,000 Was 9.S days, while the cDrresponding figure for those with 
. an income of $10,000 or more was 6,9 days, ^ 

• hliile rising incomes may alleviate some health problems associated 
with poverty J affluence is creatinj new health hazards . As We grow 
more prosperous, we tend to eat too much, drink top much, and exercise, 
tod little and, in consequence, to suffer from health problem? that 



L. Gordii;, ''Effectiveness of Comprehensiye^Care Programs Preventing' 
Rheumatic Fpver%'* New England Journal of Med xt jjie i 1973, Vol. 289, 
pp* , 331 -'335 , ^ 
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might/be classified as **affluencia consumeritis syndrome".^ As 
Michael 'Halberstajn wrote in the New York Times , "Our mortality figures 
reflect convincingly the fact that most Americans die of excess 
rather than neglect or poverty^'" One study found that while more 
education is associated with relatively low death rates, high income . 
is associated with high mortality when education and medical care 
are held constant. ' ■ \ 

Even though 'reducing the. incidence of some medical problems, rising 
incomes stimulate demands on the health care system . The prosperous 
demand more and better health care than the poor. For sociological 
and psychological as well as financial reasons , the. poor tend to 
seek less preventive care and less medical attention in the early \ 
stages Qf a disease,^ In families with incomes of $10,000 or more, 
76.5% of the children paid a visit to the doctor sometime in 1973; 
for families with incomes under $5,O0Q the percentage was only 
65,6%.^ Of those with family incomes of $10,000 or mQre,-59% went 
to the dentist sometime in 1973, whereas only 32* 8%. did so from 
families with incomes under $5,000.^ The poor are less likely to . 



Anne Somurs, H ealth Care in Transition: Directions for the Future CChicaaO^ 111.: 
Hospital Research and Educationai Trust, 1971], 22, . 

^Michnel Halberstamp "The MD Shpuld Not Try to Cure -Society , " New York Times ^ 



Magnzina, November 9, 1969, pp. 62ff. 



Auster, 1. Leveson , and P. Sarachek, '^he Production of Health, an Explora- 
tory Study," Journal of Human Resources , Fall 1969^ p. 430* 

^As indicated earlier, a study has shown that race and educational level 
remain consistently related ttf use " of physician services, while the relation- 
-ship between income and use have diminishetl over the past four decades.. 
Bice, op. cit, , p. 262/ j ' ^ 

^"Profile of American Health, 1973: Based on Data Collected in the Health 
Interview Survey/' Public Health Re|)ort,^ , ^ovember^December 1974, pp. 504-523. 

^Ibid. ■ ^ i 
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go to a doctor oy dentist ^dtppito the fact that the poor tend to 
have greater health problems , And higher income people not| only 
seek more medical attention, but they al^o tend to demand Mbetter" 
and "more personal'' care and thus are ,l4ss likely to use a hospital 
emereency room or outpatient clinic* | 

' ^ ■ / ' ■ . ]■ 

Althougn rising yincdmes seem to stimulate the demand for Ijealth care, 
they may reduce^ the demand for hospitnl heels 3 for high inoome people . 
generally rt^uire less hospitalization than those with low incomes. 
(See Exhibit I-6a^) There appear to be two reason's for this; In the 
first plycet the poor tend' to have more health problems, i Secondly, 
poverty/seems to be more' of a barrier to ambulatpry care jthan to hos- 
pital ('care, so the poor find it easier to gat expensive hospital care 
than the simple care that might have made hospitalisation unnecessary. 
Tf all financial barriers to health care were remoyed (by national 
health insurance, for example), the tiemand .for ambulatory care Is 
likely to rise more than the demand for hospitali^care. ^ I. 

From all the above, it is clear that the- cha racter of health p roblems 

^ ■ ' " V i ■ 

and the nature of the demand for health care are; affected, by the 



socio-economic status of the population served and thus can vary 



considerably from one area to another .- And changes in the health 
status of the population can be affected as much by changes in its^^ 
socio-economic status ais^ Changes in the medical care it receives. 
For example, deaths from tuberculosis dropped tenrfold in. Britain 
in the century before the first effective medical; 'measures became 
available, and it Is assumed that this dramatic drop was due. largely 
to improved nutrition. = ^ , . 



1 Joseph Newhouse, Charles Phelps, William Schwartz, Policy. Options and the 
Impact of National Health Insurance [Santa Monica, Calif*: Rand, June 1974) 

^Howard Hiatt ; ''Protecting the Medical Commons: mo is Responsible?" New ' 
England Journal of Medicine . July 31 , 1975 ; p. 238. = 
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Rmuc^NGl^ifiD^tIES IN AC^^^ — --—r . - " 

Heavier demands are being placed on the U.S, health care system not only, . 
because of the changing character of the population, but also because of \ ^ 

accompanying chahgeB in our political and socl&l values* V/ith the growth of " 
affluence has come a growing concern about the sizeable portion of the popu- 
lati^on still trapped in poverty.- "Equaliity of opportunity'' is becdming a 
serious imperative, not just empty political rhetoric* A multitude .of govern- 
ment prpgrams have been instituted- to translate this slogan into a reality, in 
voting right's j in education. In employment opportunities, and in access to 
health care. ' ^ ' 

Health care is increasingly reg arded not as a privilege of the more ' ^ 
prosperous, but as a right of all . And the government has assumed some respon- 
sibility for ensuring that right. Government monies have been poured into 
establishing neighborhood health centers, improving maternal and child 
health services, instituting programs to get doctors in^o underserved areas, ^ ind, 
above all, creating ^Medicaid and Medicare as a sort of government-supported 
, health insurance, for the medically indigent CMedlcaid) and for the aged 
(Medicare). These programs will ^ described^later in the book, but for now 
'let us look at how feffective they have been in making .it easier for the poor 
to obtain health care. ^ ^ 

Hospital care is cl\ear^ more readily available to the poor /today than it 
was a decade or so ago . As can be seen in Exhibit 1-7, hospitaiization rates 
for low and high income people did not differ greatly in 1962-63 "despite the 
fact that;the poor are more likely to have health problems. By 1973, however, 
the poor were receiving substantially more hospital care than the more prosperous. 



.It is interesting to note that during the 1974-75 recession, concern for the^' ' 
- poor has. tended to be deemphasized. The talk now is b,f = providing ^health 
insurance for the unemployed, whose ranks include^many from the middle classes* 
Proposals for national health Insurance, which would' extend insurance coverage 
to the poor and near poor, have dropped into the background for the time 
being, and Medicaid benefits for the poor are being reduced in many states, . , 

. ■ . 45, 
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Ejthibit 1-7 

_ CH^VGlNG DIF PBREHTIALS IN MEDICAL C ARE RBCEIVEP 

BY DIFFCRENT INCOME GROUPSt SeLECTED YEARS Ii57-1973 



Age And" Parol Ik Tncenie" 



All.faffllly incoings 
Low ineenie / 

Middle ineQ!&# 
High inceine 

Under 17 yoiir?^ 



All fsmi \y incofflyi 
Low income 

Middle incsmc 
High incesig 

.17-44 yeafs^ 



All family Ineomes 
Lew inceine 

Middle income 
High incQflie 

. 44-64 ygafi 

All fiiRiiiy incosios 
Low incgme 

Middl q i ncooiu 
Mi sh incnnip 

6S* years 



All family ineomcs 
' Low. ineenie 



Mlddlu income 
lii^l, i Hi Sine 



NuBbef of Physician 
■Visits Per Year = 
Per Person 



July 10S7 - 
June 19S9 



5.&' 
4,6 
6 
S.l 
5.7 



4.6 

5.0 
5,7 



4, a 
r4.D 

^'4.5 
5.5 



5.4 

V5.4 
S.4 



V6.6 
fj.9 



1971 



5.0 

4,S 
5.0 



4.2 

3.8 
4,5 



5.9 
4.8 
S, 1 



5.5 

6.S 
5.0 

5.3 



6.6 

6,S 



% Seoing a Physi^an 
During Year 



65\ 

56 
64 
71 - 



NA 

.NA 
NA 



NA 
NA 



NA 
NA 
NA 



ISA 
'NA 



1970 



61 
67 
71 



51^. 

61 

73 



MA 
NA 



^A 

NA 
NA 
NA 



NA 
73% 



74 . 5% 

73.8 
72.9 
76.4 



73,0% 

65,6 
70.0 
76.5 



76.2% 

78,9 
75,3 
76.9 



72.6% 

7i,3 
70.5 
74 ■ 7 



76.5% 

75.7 
77.0 
in ,4 



pischargis Froffl Short* 
Stay Mospitali Per, 100 
Mef sons !Pe^ _ygar ^ 



July 1962 
.June 1963 



12.4 
rl2,S 
\I3,2 
13.0 
11.5 



6.5 

U.9 
6.S 
6,6 



15,5 
r 16.2 
\ 17.5 

16. a 

13,0 



13,9 
rl2.5 
ll3.3 
15,6 
13.^ 



17;0 
/15.2 
\16.5 
18,6 
20.9 



1173 ! 



13.9 

19^ 
15, 1\ 
11,7 = 



7,0 

9,5 
7, 1 
6.2 



15.6 

19.8 
IB, 2 
13.5 



16.6 - 

22.5 
17.9 
14,5 



23.8 

25.0 
22.8 
2^.4 



V Seeing a Dentiit 

^ JPuring Year 

July 1957 - 

June 19$8 



4Q% 

(22 
V31 

44 • 

Si 



HA = 
.13%^ 
\22 

36 

-S4 



NA 

rlo% 

\U 
48 
59 



NA 

\25 
33 
50 



MA 

ru% 

Xn 

20 . 
25 



48.9% 

32. S 
40,8 

59.0 



49.2% 

<31.3 
37.6 
59.7 



55.2% 

4S.3% 

47.4 

61.1 



46.9% 

28,4 
38.1 
56.4 



27,3% 

19.7 
30.4 
42.8 



Seurcei : 



U;S. Heu5g-"ef Represenai U es . Committee en Wayj and Means. Natinn.ij Health Iniur^nce Refsuree Bggk , April U , 1974 
{Waihin^tfyn, U.C t U.S, Government Printing OffieeJ . p. 263. ^ = , 

U B' Depa lent Health Edueacion. and S'-elfare. PuhHe HeHlfh Ser'viee, Medical Care. ■Health Status and Family. 
incofnc: United ^tritpH . f^ibl U Health Service PubjUfltion ^n. lnOn-Serie§ 10, No. 9 CWPihingtqn. O.C, r May 1964), 

'Profile of Aniericnn Health, 1973: Based or? Data Col/feeted in the Hyalth Interview Survey*', FublU Health Reports; 

Neveniber. Dec ember 1,974, pp, 504^324, " ' . 



■Low insreme = Under ii.U'JA and S: .000-53 ,9S9 in l?5"-39. I9S7-S8 and 1962=63; nndtr iS.QOf). in 1973. 
Middle ini-ynie ^ S J. OuO- 50.995 in 195:' -59. 1 95 59 nnd 1962 = 6-3 1 53,000-59.999 in 1973. 
High incone = S'.nuO' in i53"-39, . ly5^-3H ;i: .1 ]\ib2-ti\ SlO.pOO* in 1973. ■ -. 

In^OiT.o ^fui/ps aiD not dofintrd in 19').^ 1^'';, , ' ' 



3jn^l9S"-l9 and in lahZ-nj two gf^chu ug-. 
I" yo:iti"'\ .ir.d ''13 = 4.i vears" net ""t"-^4 



3ypings 



iffered ^liiihtiy fren thv^o iiivvn herei tHey were "under 15 years'* {not "under 



During the intervehing decade the hospitaiization rate had increased only 
marginally for those with high inconiep, while it had grown dramatically for 
those with low incomes, rising from about 13 to 19.3 hospital discharges 
per 100 persons per yearj an increase of nearly 50%. ^ Among low income pepple,, 
hospital izatiori rates increased substantially for those in every age group; 
among high income people, hospitalization rates increased only slightly or , 
.even declined except for those over age ,65. Medicare would seem to have 
increased hospitalization among the elderly in all income groups, though much 
the biggest increase occurred among those with low incomes* The poor ara . ^ 
^receiving far more hospital care today than they\ did earlier, but it is not . 
certain whether the increase has been large enough to meet the greater needs 
of the poqr. " / 

' The poor would also appear to be getting more medical attention than they 
received earlier. In 1963, only 56% of those with low incomes had seen a 
physician during the year; by 1973 this figure had risen to nearly 74%, The 
percentage of those. with high: incomes who had seen a doctor during the year 
increased comparatively little. during those years, and high income people 
' actuairy had fewer physician visits per person per year in 1973 than they had 
in 1957-59. In every age group the number of physician visits per person 
declined for thono, with high incomes and rose for those with low incomes, 
with the biggest growth, surprisingly enough, occHrring not among children or 
the elderly but among adults under the age of 65. Low income adults under the 
age. of 65 actually had more physician visits per year in 1973 than did their 
contemporaries with high incomes. However, low income children and the' aged . 
poor even in 1975 were going' to a doctor less ofteii than those with high " 
incomes and thus appear not to be getting as much medical attention as their ^ ' 
greater health heeds would warrant . And the fact that only 65% of low income 
children saw a doctor during 1973 makes one wonder if these children are . ■ 
getting all the inoculations and other preventiva care that modern medical/ ^ 
practice recoimnends. ' * ^ 




-H; ™^ In adequacies^^ln=^the'^^ not due sole ly - - — - 

to the finahciai barriers tp care encountered by the poor. In some group yf 
there are strong ethnic br cultpral . biases against professional medical . 
services* The inner city ghetto resident 'may face a psychological barrier when 
he. ^contemplates visiting an^ affluent whiter section of the city for a medical 
examination. Ignorance of where care can be obtained can be a problem in our ^ 
scatter^sitej atomistic J fee-for-service health care system. tad inner city 
gHettos and remote rural areas are generally inadequately supplied with 
doctors. . / * ' , ^ ^ 

The improvement in the amount of dental care ^available to the poor has 
not been nearly so great as is the case with medical care or hospital care . 
Between 1957-58 and 1973 the percentage oC the population that had seen a 
dentist some time during the year rose for all age groups except for those 
in ighe middle income group. The increase in the percentage paying a visit to 
the /dentist was greater for those with low incomes than for those with high ^ 
incpmes, but the gap between the two income groups remained substantial, . 
Even in 1973 only 33% of those with a low income had paid a visit to the ^ 
dpntist during the year^ while the figlire for high income people was 59%. 
Poverty or even a middle level income would still appear'tD: be a - 
serious barrier to dental care. This is really not surprisihg since Medicare 
and Medicaid generally do not cover the ministrations of dentists, and even 
neighborhood health centers often do not make provision for dental care. 

The current recession is creating pressures to economise on the various 
government p^ograiqs to=| reduce inequities in access to health care* Pre-- 
sumably when the economy revivssj these programs will again expand, and 
perhaps national health insurance will be InstitutedV/^ Whatever government 
programs are initiated or expanded will certainly irtcrease. the demands on the 
health care system, but the nature and the size of the increase will depend 
on the character and ^the thrust of the particular programs. 



Schweitzer/ op. cit, , pp. 34-51. 




"Tecrnoijogy^ 



have been living through m technological revoiutionn Xn 
the home, the factory , the office, and in our health car&. 
system nmw equipment and tBchnologies have mppeared which 
hav's trans f or ined virtually misery aspect of life and Jiving. 
However^ the diminishing funds available for research and the 
difficulties" heaXth car^ faqilities are encbuntering in getting 
approval for capital expenditures may- in time slow t-he rate 
of technological change in the health aare . system* Meanwhile , 
the revolution in technology\ while creating-" medical miraales" , 
has also left, in its wake ethical, sogial,. political and 
financial f^problems * ^ . 



RESEARCH ■ . ■ r \ 

The pace'^ Qf the technological revolution has been accelaratlng * For 
example* the average number of patents issued each year between 1956 and 1960 
was 50,374, but this figure rose to 68,578 for the years between 1966 and 
1970.. In 1973 there were 78,618 patents issued." 

This transformation in technology has bfeen stiTnulated by large outlays 
for research, financed by governmont, universities, foundations ^ and industry* 
For example, institutions of higher learning were the scene of $1-55 billion 

---- -- ■. " ^ . . " : ■ 2 ■ ^ '"'^ -. 

worth of scientific research iri 1964 and. of $3.62 billion in 1973. 



about a third of these expenditures were financed by the universities and ^ 
\^col leges . themselves; nearly two-thirds were financed, by the federal government. 
Of the university and college scientific research, expenditures of life science 
research were $795 million in 1964 and rose to $1^777 million in 1973, How- . 
ever ,\sthese; life science research expenditures rose faster In the four years 
between\l964 and 1968 (a 47% increase) than they did during the succeedirig 
four year s\ Co 36% increase) . ^ 

Total feH^al financing of basic and applied scientific research in and 
out of universities also has risen oyer the years, but the rate of increase 



y.S, Department of Commerce, Statistical Abstract, /. 1974 , op. cit. ^ Table 905. 
^Ibid. , Table 891. Also, Statistical Abstract. . . 197 0, Table 801. 
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slowed after 1965 and in recent yeWs has not been great enough to cdmperisate 
;^ for the erosion of inflation, Betweten 1960 and 1965, federal obligations for 
basic and applied scientific researchVose froin $1,9 billion to $4.8 billion, 
an increase of 150%, ..Between 1968 and 1573, however, these obligations only 
rose from $5.4 billion to $6.5 billion,^ \n increase of 21% less than the 



28% increase in the consiOTer price index during thbse five years* 



\ 



The picture is much the same with f ederaV-obllgatioris for research in the 
life sciences: These rose from $511 million lri\1960^to $1,167 million in 1965, 

a 128%. increase. . In the five years between 1967\and 1972, however ,V these 

\ 2 . 

obligations only ros^- from $1,451 million to $1^98^2 millioni a mere 37% in- 
crease. However, this 37% increase was larger than that for federally-fi^ 
nanced scientific research as a whole (23%) and larger than that for the con- 
sumer price index (25%) during those years, 

. " Total health research expenditures, financed by all sources, have 
followed a similar pattern, , They rose from $592 million in 1.960 to $1,391 
million in 1965, a 135% increase. In the five years between 1969 and 1974, ^ 
they rose from $1,790 million to $2,684 million, an increase of only 50%, 
and much ^ of that 50% Increase was eaten up by inflation, (The consumer* 
price dndex rose 35% between 1969 and 1974.) ^ 

. . \. ■ ^ . : . ^ / ^ 

The above statistics indicate that- healtlv research has enjoyed better 
funding in recent years than scientific research j^nerally, or even than \ 
Jife sciences research. However, fuhdj for health research are^no longer 
enjoying the rapid growth they'had^ in the early 1960 Vs, In time, the - 
levelling off iti the amount of money going into research could talce some , 



"U.S. Department of Commerce, Statistical Abstract. 1974 , op,, clt. , . Table 883. 

^Ibid. 1973 figures are not available for federal obligations for rife 
science research, 

^Nancy Worthington, "National Health .Expenditures , 1929-74," Social Security^ 
Bulletin, February 1975, p, 13,. The figure^ for research expenditures does 
not include research expenditures of drug companies, , = 

; ■ ^ : GO.' : ■ . 
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steam out of Qur accelerating rate-of tichnolbglcal change i- although thus 

far this soems not to have happonccl. 

As will be discussed latGv in the book, health facilities are having 
increasing, difficulty raising the money and/or getting approval, for 'capital 
expenditures, This, too, should slow down the rate of technological change 
in the health care system, for health facilities may not always be able to 
install all the toclinological improvements "research develops, 

THE NEW MEDICAL TECHWLOGY 

Two k-inds of technology are transforming the.U.S, health care syst^em - 
^The first might be labeled "administrative technology", that. iSj the com- 
puters and data processing technology that can reduce the cost and increase . 
the efficiency of health care delivery. Such technology, while transforming 
the non-medical world, is creeping into the .health care system at a slower 
pace. The provision of health care tends to be fragmented in' our pluralistic 
system, and the system-wide changes such technology often requires, are 
difficult to institute. Also, improving administrative efficiency--- - 
improving hospital bill collection procedures, for , example has not 3 e en 
of great interest---tp the physicians , who have been the dominant force in 
U.S* health care. Only as the health care system has begun to feel the 
impact of externnily imposed cost controls , ^has the voice of the cost-coriscious 
: administrators be^^un to bevseriously heeded. And with^.the growing role of 
administrators has come the growing use of electTonic equipment to schedure 
hoBpital admissions, analyso the rdsults of laboratory te^ts, keep medical 
records, and check differences in physicians' patterns of care. Telemonltoring 
of 'patients has become vaiuable aid in the hospital. ' Multiphasic screening 
is employing automated testing machines, which enable paramedical personnel 
to. run patients through batteries of tests more quickly and at less cost than 
ever before* \ . ■ ^ . . 

While ifdministrntive technology has born working its way into"' the hpalth 
care system, ''clinical tochnology" has tieen revolutionizing it* Financed by 
generous research funds, medical discoveries have abounded, and the 'doctors 
have eagerly sought to insian the sophisticated, equipment required to apply 



- these -discoveries V - Microscopie-^^ 
it pdssible to perform surgery under a rrilcroscope* PaMmakers and open" 
heart surgery are saving thelives of those who earlier would have dj^ed be- 
cause of coronary problems* Organ transplants and kidney dialysis are giving 
a new lease on life to others, ■ ■■■ -■ 

• Such new clinical technology requires very expensive, highly specialized 
hospital facilities and capabilities p In addition to costly equipment 
which must be replaced at frequent intervals because of the high ratio of 
bbsolescence these specialized units necessitate an increase in both 
the size and the degree of training of the hospital staff* . Thus 5 the new 
clinical 'technology has , on the whole, vastly increased the cost of health 
care delivery, while the new administrative technology has effected only 
limited cost savings. . , ' 

Some new medical discoveries , however , are reducing health care costs. 
New vaccines haVe brought a sharp drop in the Incidence of such illnesses as 
measles and poliomyelitis. New medicines are reducing the hospitalization 
and shortening the recovery time for such diseases as pneumonia and tubercu- 
losis. New scanners which take pictures of soft tissues as' well as Bones may 
in time eliminate much .exploratory surgery,^ The risk of infection has been 
reduced by the . introduction of many disposable items such as hypodermic 
needles, scalpels, ^nd surgical :gowns. Such items, though adding to the__cost^ 
of supplies, reduce ahospital's labor costs. 

But cost-benefit analysis is rarely rnade in determining which aspects 
of clinical technology should be given priority , Any improvement ih medical 
techniques is considered good, and the cost of that improvement is rarely 
Qonsidered. "Griner compare4 adult patients suffering from pulmonary edema 
of nonsurgical . causes . who were admitted to the intensive care unit .of a' unl- 
versity^TOWpTtal with those admitted to a general medical floor immediately 
before the opening of the special unit* In Grlner's words, -The most 



"An X-ray for Organs,'* New York Timei;, May 25 j 1975, 



noticaable- change: in 



the overall experience of adult- patients tiospltaliEed with- 



acute pulmonary edema. since the opening of an intensive care unit has been 



a marked increase in the cost, of rendering care to these patients* ' Other 
studies have cast doubt on whether coronary care units'have. any effect on 
mortality from myocardial infarction," yet tKese expensive units are pro- 
liferating in our hospitals. The U,S, health care system has fallen rather 
blindly in love with sophisticated medical technology, 

^ • -■ * . ■' ' 

IMPLICATIONS OF THE NEW fECHNOLOGY 

FOR THE H^TH CARE SYSTB^ . , / , ■ - ' 

These multitudinous changes in techniques , equipment, and medicinai have 

many impiications for the health care system. 

" ^ ^' - ' " - 

• The diseases to be treated by the health care system are changing ^ 

i - — ^ ^ ~ 

; The new techniques are reducing the incidence of some diseases and 
shortening recovery time for patients with other maladies;* Methods 
^have been developed for alleviating or curing health problems that 
J^rearlier were considered untreatable* The survival rate for victims ^ 
^ o¥ some illnesses is rising, and some of these changes have been 
dramatic. However, many whose lives are saved by the new medicine 
must cope with continuing .health problems that necessitate extra . 
meWcal care for the rest of thpir lives, Somerof the premature 
babies whose lives are saved by new methods of neonatal care are 
left with blindness or brain damage. Diabetics kept alive by _ - 
. insulin face , serious circulatory problems' as ^ey. grow older, ^ 
The infirmities of old age beset those no loiiger dying of pneu- ; 
. monia, a malady that in an earlier era was labeled "the friend of the 
old^^ In sum, the dramatic str ides in medical care since World Wkr II 
have on the whole increased, not diminished, the^ need for health care , 
^ ^ —————— ^ ■ , 
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Howard Hiatt, "Protecting the Medical Commons: Who is Responsible?-* New 
England^ journal of Medicine, July 31, 1975, p, 237. _ , 
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• Thg^ Vmedlca^ mdrjicle^^ raised expectations : People tend to ex- . " 
peci the medical profession to provide a prompt and cbmplete cure for 
eVery complaint*', ffiis expectation has not only increas^ tlTie demand % ' 
for health care; it 'has also made people more critical of the health ... 
^are they receive. This is one factor in the rise of malpractide. ■ ' 
suits. \ ' " ' , . . • ^ 

• The new medical technology has of itself made doctors and hospitals " ' 
more susceptible to malpractice suits .. Some of the riew methods, have ' 
limited odds of success or have a chance o£, creating new medical ' ' 

.problems. Complicated techniques 'are susceptible to human error. 
Sophisticated machinery can unexpectedly fail. In 'the past the , v 
patient With a^defective heart simply died; today his life may be . - - 
saved ^by a pacemaker, but the doctor may have a malpractice suit on 
his hands if the pacemaker fails to operate proper ly, 

• New questions about priorities and medical ethics are emerging . . - 
With a limited number of organs available for transplants ^ which 
patients, should be given them? .Which patients with improperly func- . 

' tioning kidneys should be given access to scarce and expensive 

dialysis equipment? How much effort should be made to save the life 
of a badly deformed newborn? How long Ihould the new medical "tech- 
niques be used to keep alive dying or hopelessly suffering patients?^ 
In short with the new techniques come questions about when and for 
whom they should be used , ^ / ' ^ ; 

• The new techniques have also Helped transform our health care system 

i n t o o n e that emp h a s i 2 e s^ j jgji 1 s^t 1 gated t e ch n p jp gy _an d g^i v e s a 1 ow er - 

- - -. _ _. . ______ ^ 

priority to simple^ basic' health care . Ever larger sums, are invested 
in radiation therapy equipmeitt, while ghetto children continue to get ^ 
^contagious diseases that could have been avoided by relatively-in- " 
J expensive inoculat.ion programs. Hospitals are eager to add .open 

heart' surgery facilities, ^or which ^here is a limited need, but are ^ 
less enthusiastic about expanding their outpatient clinics to meet . 



i 

burgGoning demands. One study found that a third of the -patients 

discharged from a highly respoctod teaching hospital had inadequate"' 

follow-up care during the six nionths after discharge* V GeTieral 

practitioners are disappearing, while the number of specialists 

proliferate. Government programs havo given the poor better access 

to expensive hospital care but have not done so much to provide 

them with preventive or primary carev the United States has 3.9.i ^} 

2 

surgeons per 10,000 population versus 1.7 in England and Wales 

and surgical procedur'es Cusually done in hospitals] are performed 

.3 

twice as much here in proportion to the population =-1 yet some 
segments of our popul-ation have no access at all to a doctor* 

As medical equipment and techniques become more complex, more 
specialization is Required not only by doctors but also by nurses^ 
medical technicians/ and other health care personnel. 

Greater efforts need to be made to keep doctors and other medical 
personnel conversant with new developments in many fields . Already 
seven state medical associations and two medical specialty societies 
have begun requiring members to take continuing education co|jrses or 
forfeit their membership. In 1971 New Mexico passed a relicensing 
law requiring doctors to take 120 hours of continuing medical educa-- 
tlon every three years to retain their license to practice* Since 
then other states have begun to pass reiicensing laws,^ j 



,"R.H. Broqkj Fi.A. Appel, C. Avery, ct al., "Of f cctivenoss of Inpatient, Follow- 
^ Up Cure,"" N ow Eng Uind Jour nal of Medicine, 1971, Vol. 285, pp. 1509-1514. 

'^Calculated from figures in McKinsey and Company, He a 1 1 h '_C_axg. Q^ . ^Grow i ng 
Pi ie mmn CN:ow York, 1974), pp\ 20 and 21. ' ^ ; 

^John Bunker, "Surgical Manpower: A Comparison of Operations and Surgeons 
in the United States and in Ennland and Wales, New England Jdurnal of Medi - 
cine , 1970, Vol. 282, pp. 135=144. ■ 

*^Joann Lublin, ",Do Doctors Need a Chcck=Up?," Wall Street Journal , February 
"25, 1975/ 
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Because much of the new equipment Is very expensive to buy and us e, 
doctors are f inding the mselves compelled by economics to find ways 
of sharing it with other doctors i The economics of the new tech- 
nology Vill surely be one of the forces operating to encourage 
doctors to go into group practices of one sort or another and/or 
to tecome affiliated with hospitals that will give them. access to 
the ^ore complicated and costly equipment. More doctors are es= 
tablishing their offices in medical buildings adjoining hospitals. 
This economic pressu^l^, too, should foster the development of 
comprehensive health care centers, where specialized and expensive 

equipment can serve the needs of numbers Af_-physi.clans.:aiid._where....^ 

patients can readily be transferred from a primary care doctor to 
^ the variety of specialists modern medicine has created. 

The fac t that m any new medical techniques require elaborate equip- 
ment is one reason for the great surge in the use of hospital out- 
patient facilities . Even patients of private doctors must go to a 
hospital outpatient clinic to get certain kinds .of treatnient or 
tests, such as radiation therapy or a GI series. 

The cost of the new equipment is having its impact on hospital 
economics. Smaller hospitals will simply be unable to afford, on 
their own, some of the oxpensive apparatus and will be compelled 
, by cost c o n siderations to arrange for jointly financed and used 
facilities or to merge in some fashion with other institutions or ■. 
to focus their efforts on patients whose treatment does not involve 
oxpensive hardware and specialiaeti personnel . Larger hospitals, in 
turn, may be under pressure to fotus their attention on patients 
requiring the elaborate facilitiesN^nly a larger hospital can afford. 
In short, hospitals may need to spec^lize more than they do at 
present. And highly sophisticated facilities may necessitate larger 
hospitals to realize economies of scale . " ^ 

XEscalatlng costs may eventually push us into. some kind of cost 
benefit analysis of our health care research and technological 
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development.^ We may no longer be able to. afford indiscriminant 
Improvement in our mGdlcal technology. 



Disease Trends ^ . 

As the new technology has evolved and as the charaateri sties 
of OUT population have changed, the mix of diseases requiring 
treatment by our health care sgstem has undergone aonsider- 
able transformation. Some of the changes in disease patterns 
are due to factors outside the traditional province of the 
health care system. 

If4PACT OF THE NEW MH) I CAL' TECHNOLOGY ' = = 

~ "Cc^tarn pubWe hca4th-programs-^^ 

improved medicines, and better medical techniques.^ (See Exhibit 1-8. j 
New vaccines have reduced the incidence of these diseases^ 

• IVhooping cough cases dropped frojn 133,792 in 1945 to 3,286 in 1972. 
However, the nuniber of cases in 1972 was about the same as in 1969, 
indicating that the inoculation of children against this disease 

. is faltering. 

• Diphtheria declined front 18,675 cases in 1945 to 152 in 1972. ■ 

'. 9 Acute poliomyelitis plummeted from 13,624 cases in 1945 to 31 cases 
in 1972. ' ■ 

« Measles cases rose from 146,013' in 1945 to 555,136 in 1955 and 

then, following introduction of the vaccine, dropped to 25,826 cases 
in 1969. Here again, 'however, the number of cases reported in 
.1972 was higher than in\l969, again indicating insufficient inocu- 
lation of children. ' \^ 
Be tter public health programs have r miaBd a decline in other diseas es : 
o Malaria dropped from 62,763 cases in 1945 to 742 cases in 1972. 

There was, however, an upsurge in malaria cases in the late 1960'3. 



^Lewis Thomas, "The Future Impact of Scienc© ahd Technology on Medicine," 
Vital Speeches of the pay , November 1973, p. 75.. 
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and the beginning of the 1970 presimi^bly reflecting cases contracted 
by our forces in Vietnam and transported back to the United States. 

' # Typhoid fever declined from 4,2ri cases in 1945 to 398 cases in 

1972. Here again the decline in this disease has halted since 1970. 

# Bacillary dysentery dropped from 34,943 cases in 1945 to 11^027 
cases in 1965, but by 1972 the incidence of this disease has risen 
dramatically again to 20^207 cases. 

New medicines are shortening the length of hospital stays required to 
cure various maladies : ^ , 

9 Pneumonia cases are being cured by antibiotics more rapidly and 
more successfully than would have Been possible thirty years ago. 
The death ratp from. pneumonia declined from 32*9 per 100 ,000 popu- 
V " " ■ lation in 1960 (excluding pneumonia of^hVISSwborh] td~"27 70" in^ 1972 
(ijicluding pneumonia of the newborn).^ The drop in the pneumonia 
death rate for people under 6S has been far greater. For example, 
the pneumonia death rate for^^males aged less than 24 dropped from 
21,6 per 100,000 population in 1950 to 2.7 in 1970." " ^ __ = _ 

e Treatment of tuberculosis with chemotherapy has caused the average 
daily census in non-federal hospitnls for tuberculosis and other 
respiratory diseases to drop from 62,000 in 1950 to 6,000 in 1973/^ 
The tuberculosis death rate has dropped from 22. S per 100,000 popu- 
Jation in 1950 to 2.2 per 100,000 in 1972.^ In 1900 tuberculosis 
' ' ^ was the leading criuse of death, with a dt^aih rate of 185 per 100,000 
populnt Ion . . ' 



V,S, Oepartmcnt of Cammercej Statistical Ab^trurf . . . 1974 , np ■ c 1 f . , laHip R6 

^^ Ibid. , Table 89; and U .S . Department of Health, Education , and Welfare. Office 
of the Assistant Secretary for Planhing and Evaluation, Hegith^, Education 
and Welfare Trends, 1966-67. Edition , "Rart 1: National Trends (Washington , D.i;, 
U.S. Tiovornment Printing Office), p. S-ll. ^ 

American Hospital Association, Hospital Statistics^ 1974 Edition (Chicago, Til, 
H?74i , p. 21. " ' ' ~ ' " 

4 ^ - . ■ " • 

U.S. Department of Commerce, Statistical Abstract ... 1974 1 op. cit. , -Table 86. 



= • New methods of tr©ating patients with mental illnesses have buen 
developed. Drugs have been discovered which bring psychiatric 
problems sufficiently under control so that the patient ncr longer 
needs to be institutionalized. Because of a growing feeling that long 
term institutionalization dajnages patients with mental problems, 
patients are increasingly being treated in short-term general hos- 
pitals, in day hospitals (from which the patient returns to his, own 
home in the evening) , in outpatient clinics',, and i^i copnunity mental 
health centers* rather than in the traditional long-term mental in- 
stitution.. In 1955 mental hospitals had 581 inpatients per 100,000. 
population; by 1971 this figure had dropped 431. In contrast, gen- 
erol hospitals were treating 164 mentally ill inpatients per 100,000 
-7— — P^P^^J^^t4an - i h-495;S^^and by - 19H -tliis -number had-rrs^n tDT^&6T--An^— ™ 
even more dranatic rise occurred in the number of patients being 
treated in outpatient psychiatric jervices: This number rose from 
234 p^r 100,000 population in 1955 to 1,134 in 1971.^ 

■ Despite the new medical technology, the incidence of some diseases is 

r\ sing_ : - ^ ^ 

^ ■ ■ ■ .... ^ 

j9 Streptocfoccil sore throat and scarlet fever. cases rose from 185,570. 

in 1945 to 433,405 in 1970. (See Exhibit 1-8,) " ' 

• Hepatitis rose from 2*820 cases in 1950 to 63,476 cases in 1972, 
(See Exhibit The increased incidence of hepatitis is partly 

the result of increasing drug addiction. But in this instance new 
medical technology has also contributed t-o the spread of this disease, 
for blood for the transfusions used so often in modern medicine is 
sometimes unwittingly taken from hepatitis victims. 



U.S.. Department, of Commerce, Statisticar Abstract. 1974 , op, cit . , Table 128* 
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m The number d iabet ics , estimeited to, be 5-6 mill ion in 1974, is 

growing by more than 6% a year. One reason for this is our indulgence 
in diets that tax our metabolism, for there appears to be Increa.sed 
susceptibility to diabetes among those middle aged and older who are 
obese and/or who indulge in sugar- laden diets. However, another 
reason for the growing number of diabetics is modern medicineHs 
success in proloriging the lives of diabetics with insulin and other 
medications. However, the young victims of this disease face vascular 
complications that on the average shorten their lives by one-third. 
"Because the complications rather than the disease often appear on 
death certificates, statistics hide diabetes^ role as ^the United 
- States - .sec ond loading cause of death according to Dr . Max _ ^ _ 
Ellenberg, president of the American Diabetes Association. 

IMPACT OF SOCIAL CHANGES AfO ChW^GES IN LIFESTYLE 

Social problems and changing mores have stim ulated the growth of certain 
maladies : 

• Drug addiction is clearly on the .rise . The number of new narcotics 
addicts reported to the Drug Enforcement Adu] nistration by police 
authorities rose from 6,012 in 1965 to 24,692 in 1972= The totar 
number of active addicts so reported on December 31, 1972 was 95,392, 
of which 90,494 were" on heroin and 2,94L were on methadone.^ These 
numberSi of course, are simply the tip of the iceberg. 



^Jnann Lublin. '^New liope: Cures for niahetesj\ppear on the Way, Researchers 
Report," Wall Street Journal , November 4, 1974, p. 1. 

^U.S. Department of Commerce, Statistical Abstract .1974 , QP- cit. , Table 159. 
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• Alcoholism is increasingly recoflnized as a serious proble m, and along 
with the increase in alcoholism has come a rise in the death rate from 
cirrhosis of the liver from 9.2 per 100,000 population \in 1950 to 15.7 
per lOOiOOO in 1972. The death rate from cirrhosis. of the liver 
varies greatly froin state to state, ranging from 25.0 in Nevada and 
24.3 in New York to 6.9 and 6.3 in Alabama and Misslssippi\ ^ The 

^ consumption of alcohol also plays a role in automobile accidents, and 
heavy indulgence in alcohol, even amohg people not considered alco- 
holics, is increasingly thought fo cantrihute to heart and circulatory 
problems and to do damage .to the brain. ' \ - ' , 

• . Mental illness is growing , in 1955 there were 1,675,000 persons 

/ under treatment for such illnesses either in hospitals or through 

outpatient psychiatric services. By 1971 this figure had more than 

2 

doublqd to 4,038,000. Some of this rise is simply attributable 
to the growing social acceptability of seeking psychiatric help: < 
In the past people with problems tended to go to their friends or 
their ministers; today they . are more likely to go a mental health 
clinic or a psychiatrist. But obviously life in the United States 
today is creating a great deal of mental stress. Divorce rates have 
Msen dramatically. Because of great mobility, people can no longer 
rely on c^^tended famkiies for psychological support. Women's new 
enthu^^iaHm for careers may bo creat i ng some psycholdgical problems ' 
tor their children (and their husbands j . The changing occupational 



'U,S. Department of Commerce, Statistical Abstract . . . 1974 , op. cit . , Tables 
S6 and 87. For .statistics on the varying death rates from various diseases 
in different parts of the country, see Supplementary Exhibit S-1-5. 

2 - - " 

"U*S, Department of Commerce, Statistical Abstract ... 1974 1 op. cit. . 
Table 128. " " " 
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profile of the country may also be playing a role in the increase 
in mental illness. A study of the statistics on disability insurance 
benefits awarded by the Social Security Administration in 1959-62 
to men less than age 65 reveals that a much higher percentage of the 
awards made to accountants, auditors, and professional people were . 
for mental, illndss as compared to the percentages of awards for such 
illnesses to people in various blue-collar occupations. 

Deaths from suicide and homicida are rising . The suicide rate per 
100,000 population declined from 11.4 in 19S0 to 10.2 in 19S5, but 
it has been rising steadily since then, reaching 11.7 in 1972. The 
suicide rate for white males between, the ages of IS. to 24 shot up . 
from 6.6 per 100.000 populatipn. in 1950 to 13.9 in 1970; the figures 
for "Negro and Other" males in this age group were 5.3 in 1950 and 
11.3 in 1970. The suicide rate for white' males rises steadily with 
age, but, for white males over 45, the suicide rate is lower today ^ 
than it was in 1950. The- suicide rate for females has risen some- 
what since 1950 but has remained far below that of men. Forboth 
sexes and in every ago group, the suicide rate is lower for "Negroes 
and Others" than it is for "IVhites".^ The homicide trend in recent 
years -is alamiing: There was a decrease in the age-adjusted rate 
during the 1950' s and then an increase of 84% between 1964 and" 1973. 



-U.S. Department of Health. Education, and Welfare, Public Health Service 
Bulletin , #1531. / 

hi.S. Department of Commerce, Statistical Abstract ... 1974 . op^ili,. Tables 
86 and 90. 

5joan Klebba, "Homicide Trends in the United States, 1900-1974." Public Health 
,Ro£ort£, May-Juno 1975, p. 197. ■ • 
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The incidence of, venereal diseases has reached epidemic proportions « 
at least in part because of our changing sexual mores. Civilian 
cases of gonorrhea declined from 1945 to 1955, but since then they 
have more than tripled. The gonorrhea rate per 100,000 population 
jumped from 139.6 in 1960 to 420.1 in 1974." Syphilis cases among 
civilians declined steadily frbm 1945 to 1970 and have held fairly 
steady since then. (See Exhibit I-S.) However, the National Center 
for Disease Control indicates that the rate of primary and secondary 
syphilis per ^100,000 population rose from 7.4 in 1960 to 11.9 in 
1974^ and these rates reflect only cases rieported to the Center.^ 

Heavy cigarette smoking is increasingly b eing indic ated as a con- 
tributor to such health problems as lung cancer, heart diseases, 
peptic ulcers, and chrQnic^sinusitis .j^— it-iis at lepst-partial-ly^^-^^^ 



responsible for the fact that the death ratt for chronic respiratory 

diseases has grora faster than any other. The combined death rate 

from emphysema and chronic bronchitis among males rose from 12.6 per 

100,000 population, in 1960 to 21.4 per 100,000 in 1965,^ In 1970 

the death rate from emphysema alone was 19.1 for males of all ages - 

4 

and 160.0 for men 65 and older. 

Cancer , second only to heart disease as the leading cause of death 
in this country, has continue^ to rise steadily . Between 1950 and 
1969, the total increase in the age-adjusted death rate for cancer 
was 3.4%, reflecting rises in cancer-caused deaths among men but a 



figures supplied by the National Center for Disease| Control in Atlanta, Ga. 

2 - ' 

U,S. Department of Health, Education, and Welfare, Health, Education, and 
Welfare Trends , op, clt . , p= S-2fi. 

^Ibld. , p. S-^. . 
4^ \ - 

U.S. Department of Commerce, Statistical Abstract. 1974 , op. clt., Table 89. 
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decline in the death rate for women. ^ The cancer death rate without 
the age adjustment showed a more striking increase, growing from 149.2 
per 100,000 population in i960 to 166,6 in 1972." Some of the 
rising incidence of cancer is due to the medical profession's 
success in preventing deaths from other diseases, which in an earlier 
ora killed people off before they reached the cancer-prone years. 
Some^^of the increase in cancer, however, is due to our changing mode, 
of life. Cigarette smoking, for example, certainly has, increased the 
incidence of lung cancer and is one reason for the higher cancer 
doath rate among men than among women. Some research indicates that 
our soft diet may play a role in the development of bowel cancer. 
Certain pollutants in the air and water, certain additives put in 
^food and even certain- medications prescribad^^y-doctor-s^ara^thought..^ 
to stimulate cancer. Some experts estimate that as much as 90% of^ 
all cancer in this country is the result of environmental factors . 

The nrevalence.of major cardiovascular diseaser in this country has 
grown significantl y [heart diseases^ high blood pressure, strokes, 
^ artoriosclerosis, etcj. In 1969, about 27 miilion Americans had 
major .cardiovascular diseases,^ whereas just ' three years^later the 
estimated prevalence of these diseases was 28.4 million. The 
growing ^prevalence of such problems is in part attributable to the , 



Schmeck, op,_ci t , . . ' 

-U.S. Department of. Commerce, Statistical Abstract. 1974 , op^ cit. . Table 86. 

^Howard Hiatt, ''Protecting the Medical Commons; Who is Responsible?''; 

New En gland Journal of Medicine , July 31, 1975, p. 238. 

&^ — ^-^^ -— - 

^American Heart Association. Heart Pacts 1972 (New York: American Heart Asso- 
ciation, 1971) , p. 9. 

^American Heart Association, Heart Pacts 1975 (New York: Ajnerican Heart Asso- 
ciation, ,1974) , p., 2. 
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fact that people are living longer. But it also appears to be re- 
lated to our changing occupational profile^ for white collar workers 
have a higher ratio of observed to expected cases of coronary heart 
disease than do blue collar or agricultural workers." Our high speed, 
high pressure lifestyle and our rich diet may also be playing a role 
in the rising incidence of cardiovascular diseases. 

Despite the rising incidence of these diseases, the death rate from 
them is declining. The death rate from heart diseases did rise from 
356.8 per 100,009 population in 1950 to 306.1 in 1969. However, if 
adjustments are made for the changing age distribution of the popu- 
lation,- the age-adjusted death rate from heart disease fell i4%_ '\ 
during those years', droppings from 307.6 in 1950 to 262.3 in 1969. 
lU^^is-^^eneral ly cons idered^-un iikei )r -that-changed i:n medicW^^raclfrW^^" 



during the last few decades coUld account [for this drop] . .^._4dven 
the current enthusiasm for exercise and dieting secmf an inadeqiiate 
explanation. Those have come -too recently to affect the basic 
process ,responsible for most heart disease deaths. Tt is generally 
assumed that heart disease is a slow process, so that the death 
trends of the 19S0's and 1960»s would have to have their roots in 
factors that began to work at. least f i ve. or ten years earlier.'*" 
Some crucial changes in our lifestyle seem inexplicably-tp be lowering 
our heart dLsease death rate. 

Kven without age adjustment there has been a drop in the death rate " 
for other major cardiovascular diseases, high blood pressure, strokes, 
and arteriosclerosis. The death rate for these diseases fell between^ ' 
1950 and 1972 despite the growing size of our reti remont-age-popu- 
lation/- Apparently the irfcidence .of these diseases is growing 



^Wan, op/ clt. 
^Schmcck, op, cit . 



'U.S. Department of Commerce, Statistical Abstract ... 1 974 , op. cit. , Table 86. 
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or at least, awareness of the maladies is increasing while the 
death rate' is cleclining for reasons the eperts find myiterious. 
T he death rate from accidents J s T owbi- today than it was in 19S0. 
but the rate of injuries from accidents has climbed considerably 
since 1966 . (See Exhibit 1-9 0 0" the surface this would seem to ^ 
indicate that the medical profession is doing a better job of treating 
those who are injured. However, many of the changes in accident 
rates are due to changes in our laws and mode of living,,, not to 
changes in health care. For example. th6 rate of injuries occurring 
on the job has fallen partly because of the diminishiTig proportion 
of our population in biue-coUar jobs and. partly because of higher j. 
-^af e t y~s ttind ard s be in g--enf or-ced- .i^ 
injury rates have risen since .1966, presumably because of the growing 
array and increasing complexity of apparatus found in modern homes , 
and perhaps also because" of home omers' 'greater Enthusiasm for doing 
home improvement projects themselves. j . , ■ 

The death rate from autbmohile accidents deaths per 100,000 popu- 
lation -- has risen steadily since I960, but the fatal ity rate -- 
deaths per '100 million vehicle miles -- dropped from 5. 7 in 1966 to 
4.2 in 1973. a decrease of 26%. ^- The incidence of disabling in- 
juries from auto accidents has shown a similar. decline. Much of these 
decreases, however, are due,, not to improved medical care, but to 
better road signs, better law enforcement, driver training,, and the 
like, which have steadily driven the fatality rate down since 1934. 
Lap and'shoulder belts, combined, are shown in tests to reduce serious 
and fatal injuries by 50-60%, but study after study has shown that 
most people fail to, use seat belts. Forcing people to use seat 



^William Stevens. "S.N. (Since Nader), Cars are Safer, But...." New York Times . 
March 24, 1974, p. n-9, 
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' . Exhibit T-9 

RATE OF INJURIES AND .DEATH RATE FROM 'ACCIDENTS ! 
' , • SELECTED YEARS 1950-1972 

A, Injuries From Accidentg Per ICQ Persons Per Year " 



: r z^ziType of Ac c i den t "~ 


1959-61 - 


-1962-- 


1964 - 


1966 


1968- 


1970 


.197-2 


Total^ 


25.5 


27.9 


28.6 ^ 


' 23.7^ 


.2^4.7 


28.0 


t 

^1.5 


Moving Motor Vehicle 


1.6 


1.2 


2.1 


2.1 


.1.4 


1.8 


2.3 


While at Work 




. 4.7 


5.4- 


4.9 


4.7 


3.9 


3.9 


Home 


\23.9 


12.7 


13.5 


9.5 


11.9 


10.8 ^ 


11.8 


Other \ 


r' 


10.5 


9.3 


8.4 


9.6 


12.3 

■ 


14.5^ 


B. Deaths From Accidents Per 100*000 Population 


Per, Year , 


















Type of Accident 


1950 s 


1955 


i960 


1965 


r 1970 - 


1972 


Total 


60.6 


56.9 


52.3 


55.8 


56.4 


54.6 


Motor Vehicle 
Accidents 


23.1 


23.4 


21.3 


25.4 


26.9 


27.2 




All Other Accidents 


37.5 


33,5 


31.0 - 


30.4 


29.5 


27.4 





Sources: ' U.S. House of Representatives ^ Committee on IVays and Me an s ^ Na ti ona 1 

Health Insurance Resburce Book , April 11, 1974 CWashington^ D.C. : U.S. 
Government Printing Office)". P« 245. 

. U.S. Department of Commerce^ Bureau of the Census, Statistical Abstract^ 
of the- United States , 1974 C^Vashington * D.C: U.S, Govet^nmont Printing 
Officer 1974) , Table 86. Also 1970 edition. Table 117. ^ 

U.S. Department of Health, Education, and Welfarej_0£fice of the Assistant 
Secretarx for Planning and Evaluation, Health, Education , and Welfare Trends , 
1966-67 Edition: Part 1: National Trends , p." 22. , . ' \ ' 

^The sum of the rates for the four classes of accidents may be greater than the 
total because the classes are not exclusive. ' : 
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beits would presumably reduce the death rate from automobile 
accidents; bL4t,; when the interlock system was required in card to 
compel the use of seat belts, at least 40% of drivers found ways of 
disconnecting or evading the system*"^ ^ The gasoline, shortage and the 
fosultant lowering of speed limits reduced the automobile accident 
death ratei but prospects of a renewal of the gas shortage and/or d 
further escalation in gas prices are causing'^consumers to switch to 
smaller ears, which, most experts believe, are less safe than large 
ones because there is less safety room inside a compact.. Iflien Massa-^ 
chusetts lowered its drinking age to 18> the accident rate for teen^ 



age drivers shot up. The automobile accident 
example of the impact on the health status of 



rate is a dramatic 
factors that have 



nothing to do with the health care system of factors as remote as 
the Arab oil embargo. \ . i 

The above statist ics on . medical problems give some indication of how much 
the population's health is affected by elements outsi^de the traditional 
province of the health professions . The physical environment, sanitation, 
diet, differences in occupations and in lifestylesy social customs, work 
regulations, the education provided by schools, abortion laws^ FHA mortgages , 
television, speed limits -, laws about alcohol cons^iimption, the design ^ of auto- 
mobiles, the availability of public transportatipn, the condition of the 
economy, the Vietnam war a multitude of factors have an impact on the . 
health status of either the general population/or certain segments of the 
population. 

This is illustrated dramatically in Exhibit I-IO, which- shows'nhe uneven 
distribution around the country of certain types of cancer.- BXadder cancer 
mortality rates, for example, are particula'rly high in New Jersey, where a 
substantial number of people are employed in tlie chemical and allied industries 
Hig}^ rates of stomach cancer ar& Pound in North Dakota, Minnesota, Wisconsin, 
and Upper Michigan, where there is a concentration ofci^ople with ancestors 



^Stevens, op^ cit- ^ p. 
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■ Exhibit MO ' 

' ' ' CiCHR ■OEQOiAPHIC PATTFl 
(I95fi'l%91iy County for iitrMen and Woraen) 




-— — ^ __ jr ^2 

Source: U J. Department of Hsalth' Jducationjjnd Ifalfare^ 
■■ ' • • Cancer Mortalitv for U^lCountigs; 19S0-1969 Jli Publicition No/ 
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from Austriaj' the Soviet Union ^ and Scandinavia, countries with higher stomach 
cancer rat es t h an the On iTiH^S t a t es . ~ Int er es t ing 1 y^enough7^^#xcwsi ve deaths"^^7 
from lung cancer are not J limited to densely populated urban areas where, ciga- 
rette smoking and air pollution are creating health problems. Some of the * 
highest death rates from lung cancer occur along thf Gulf of Mexico, partlcu- 
larly in Louisiana. Uot only -cancer death rates but death rates from many ills 
vary greatly from state to statd"* as can be seen in Supplementary Exhibit 
S-1-5, The variations in the mortality and morbidity rates bear no clear re- 
lationship to differences in the delivery of health care' in various parts of 
the country. Not even John Lindsay. ever dubbed New York "Health City" despite 
the unusually heavy concentration of physicians in that metropolis.^ 

Improving the he^a^th^ carQ_system is not necessarily the most effective 
—Way of improving health . Sometimes a change in laws might have a more 
'dramatic impact ^ though a change in the law that reduces one health problem 
may inadyertently create another. Regulations designed to reduce one form of 
pollution may cause increased emissions of other pollutants. Providing food 
stamps to the poor should in theory improve their diet and thus their health, 
but, if not coupled with educatjon about nutrition, may simply increase the 
consumption of nutritionally undesirable foods such as potato chips and soft 
drinks. ■ 

^Therc are nlso limits on what the government can legislatep A democracy 
cannot readily regulnte people*? lifestyles, to prevent them from indulging 
in practices deleterious to their own health. Our experience with Prohibition 
should mako us cautious about enacting laws that run counter to the values and 
mores of a sizeable number of the population* Our regulations requiring the 
installation of seat belts have not been successful in getting people actually 
to use these safety devices* Behavioral scientists feel that "self-control 



The Canadian Government has concluded that "There is no evidence to suggest 
that the standard of health care is improved when the ratio of 1 [physician] 
to 600-650 [population]' is exceeded," a ratio greatly exceeded in places like 
New York.Cityi See Marc Lalonde, A New Perspective on the Health of Canadians 
(Ottawa: Government of Canada, April 19741, p. 29. 
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procedures in which people change their own behavior to achieve long-range 
^benefits^ Ere more likely to succeed [than governmental attempts] to modif)| 
behavior by simply '^trying to remove misused substances from the environmenti 
as is demonstrated by the lack of success in legislating self-contrdl by ^ 
raising the price of cigarettes through taxation or by prohibiting the salf 
of alcoholic beverages."^ . ^ ■ ■ 

Another approach to controlling the non-medical factors that affect \ 

' ■ - ' * ' \ 

health is the work of the Public Health 'Action Center to lower the nicotinel 

content of cigarettes and to reduce other elements in the environment that 

appear to be harmful. The Public Health. Action Center is part of the American 

Health Foundationj which is doing research to determine exactly which factors 

put people at risk of certain maladies and undertakes educational programs to 

warn people about these risk factors. However^ educating people about health 

hazards is generally not^too effectivej as indicated by the seemingly^ limited 

impact. -of drug education programs in the schools. Televiston advertising on 

the dangers of cigarettes does not appear to have had any major effect on the 

nation's smoking habits: Domestic cigarette consumption in 1972 rose nearly . 

3% from the 1971 level." One possible approach might be to increase health 

Insurance premiums for those who smoke, drink heavily, etc. , although this 

would create the problem of accurately determining people *s habits. In sum, 

there are no easy answers to the problem of inducing people to change their 

lifestyles in the Interest of improving their health. And lifestyles can have 

B greater Impact on health than the health care system. 



^Ovide Pomerleau, Frederic Bass, and Victor Cirown, "Role of Behavior. Mod if i- 
^ cation in Preventive Medicine," New England Journal of Medicine ^ June 12, 
1975, p. 1278. / " 

^Katherine Bauer ^ "Averting the Self-- Inflicted Nemeses C^ins) from Dgj^ierdus 
Driving, Smoking, and Drinking," Consumer Incentives fbjr Health Care , 
Selma Mushkin, ed. (New York: Milbank Memorial Fund, lj974) , p. 12, 

^The Canadian government has become greatly concerned about the impact of. 
lifestyles on health. See Marc Lalonde, A New Perspective on the Health of 
Canadians (Ottawa: Government of Canada, April 1974). 
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IMPACT OF THE CH^GING AGE DISTRIBUTION OF THE POPUUTION 

Disease patterns in this country are also being affscted^ by the trend_ 
tward an older populaiion * As can be seen in Exhibit 1^11, the incidence 
of heart conditions hypertension , arthritis and rheumatisnis and visual im- 
pairment rises steeply with age. The incidence of diabetes and malignant 
neoplasms Ccancer) also rises with age but not so sharply* On the other, 
hand^ older people are less susceptible to respiratory diseases ^ infective 
and parasitic maladies J problems with the digestive system^ and inj uries . (See 
Exhibit 1-120 Overall, older people are more likely to suffer from "chronic 
conditions'-, that is, medical problems which persist over a prolonged period, 
while younger people more often fall prey to -'acute conditions'^ that is j in- 
fections and injuries, which usually can be cured in a relatively short tiiiie. 

^ The different disease patterns of the different age groups has a marked 
effect on the character and the size of their demand for hospital care. 
Older people tend to be hospitalized for quite different maladies than young 
people. When the Commission on Professional and Hospital Activities studied 
the 50 most common diagnoses of patilehts discharged from hospitals j striking 
differences were found between patients 65 and over as compared with younger 
patients. (See Supplementary Exhibit S-I^6.) The rates. of discharges per. 
10,000 patients were far higher for patients over 65 for the. following diag- 
noses: heart diseases, cerebrovascular diseases^ hypertensive diseases , 
cataracts, arthritis and rheumatism, prostate diseases ^ and diseases of the 
intestine and peritoneum (except appendix and' hernia) * On the other hand, - 
patients under 65 had far higher discharge rates for the following diagnoses: 
hypertrophy of tonsils and adenoids, acute appendicitis, upper respiratory 
infections, diseases of the teeth and jaws, injuries, neuroses, and person- 
ality and other non-psychotic mental disorders. Younger patients, of course, 
also had far higher discharge rates for such things as abortions, diseases 
of the female genitalia, etc. ' . 

The maladies for which the elderly are hospitalized tend to be ones 
requiring a lengthier hospital stay than is necessary with such problems 
of the young as appendicitis . or upper respiratory conditions. Even when the 
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Eihibit i-ll 

INCIDENCE OF SELicrio amoNic conditions causing Acrivm limitation ar age: 1971 

(Rite per lOf)»ODn ^pulition) 



Rgtt per 

iOQpPbO population 



Hegft Conditions 



291 




Arthritic and Rhciijn i 



1 94 




Visual iBpairgpfitu 



}|ypcrtefis Lgn WithuUt tlp.'iFt inySlvegl^'fiE 



m 



1 i n J.S 



' Unde> 
45 Yedr^ 



4 f. - ft4 



Mgrital and Nervsys CgnditiQnj. 



284 

y Mnder 
Years , 



/ 



45^f4 
Yon rs 



Ayr Granp 



Source : U.B 



OcpArtment of Cornier >: v. mrvw nf the ritmsus, StatisU - ial AhHCract">f. the United Stat F,^f^ 1974 (Washington, D.C. 
dc'vernfflent Print in^ OiTu^e, * T.«hle* 131, "3.; 
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ijihlbit 1-12 

INCIDENCI OP SiLlCTtD ACUTO CONDITIONS i¥ AGE: 1972 
C^Ate pet lOOiOOfl populitien) 



Rate per . ; . 
100,000 pspulBtien 




tipper Rgspiratery Cpfiditiens 
§5. §00 






Year? 



17-44 



fi=ib 17-44 45* Year? 

. Year^ ■ Years - . 



Agt" Group 



Souree: U^S. Departfncnt of Mt'iilihi f .iuiundn , gnd Wei fare » National Ctinter for Healih SEutistieSi Current EsjiBat gs fro e ghe_Hgnlth: 
! n t e ry 1 g 5 u r v e y , . Un j _t e J SEa tt?r-jgZj . D^^^ PublieaUen No, (HRA) 74=lil2 (BeekviUe, Md. : Jsnptemner iy/3j , p. / • 
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diagnosis is the same, the elderly generally spend more days in the hospital 
(See SuppaeiTientary^ Exhibit -8-1-7. > When a person over- 65 is hospitalized = 
for ah infective or parasitic diseaso, his average length of stay is 17*2 
days, while the average length of stay for all patients with this diagnosis 
is 8.9 days, >'hcn an older person is hospitalized for a fracture or disloca 
tion, his average length of stay is' 27^ 5 days; the average length of stay 
for all patients with this probleni is ^5.7 days. 

All of this means, of course,, that- the demand for medical care and par- 
ticuiarly for hospital care is very much affected by the age distribution of 
the population in the area , area with a large number of young. families ma 
need a sizeable obstetric unit and good facilities for treating accident 
victims. An area with a goodly proportion of elderly people will need more 
hospital beds, particularly in its coronary care unit and in its units^ treat 
ing cancer, strokes, and diabetes. A sophisticated analysis of the hospital 
beds needed in a ^aiven area requires a projection not oply of the overall 
population size but also of the age distri bution of the population an d even 
of its j^cio-economic status. Some weight; too, should b4 given factors in 
the environment likely to affect the demand^Qr hospital caVe, such as air 

pollution and theV^traffic accident rate.. 

. ' . A ^ = ■ ■ 
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§l^pUllentft!7 Exhibit l-t^l 

...^ PERCE WACi.CHWiCi IN POPULATION OF im U,S,^ IV.STATI: ^ 

1920-1938 W 1980-1990 
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-4 


S 


-1 


0 


HA 


NA 


Virginia 






10 








19 


S 






14 


D 


10. 


1 


=We3t Virginia 


ls 


1 


10 


0 




4 


-7, 


2 


-^6 


2 


-6 


3 


-4. 


2 


North parol ina 


13 




12 


7 


13. 


7 


12 


2 


1 1 


5 


7 


9 


6. 


7 


South Carolina 


3 


3 


9 


3 


11. 


4 


12 


S 


s 


7 


S 


4 


4. 


i 


Ceorgis 


□ 


4 


7 


4 


10. 


3 


14 


5 


16 


4 


13 


1 


11. 


0 


Florids 


11 


6 - 


29 


2 


46. 


1 ' 


78 


7 


37 


1 


22 


0 


16. 


3 


fiaiC South CentraL 


11 


2 


9 


0 


6. 


5 




G 


6 


3 


S 


0 


4. 


9 


Ksntuckx 


. 8 


2 


8 


8 


3. 


B 


3, 


2 


5 


9 


4 


8 


S. 


0 


Tennessee 


11 


9 


11 


4 


12. 


9 




4 


10 


0 


8 


5 


7. 


6 


Alabajaa ' 




7 


7 


1 




1 


6 


7 


5 


4 


3 


1 


3. 


6 


Missisiippi 


12 


2 


8 


7 


-0. 


2 




1 


a 


1 


3 


1. 


9 


iftfetf South Central 


18 


9 


7 


3 


11. 


3 


16- 


6 


14. 


0 


11 


9 


10. 


4 


Arkansas 


S 


8 


I 


1 


-2. 


0 


-6. 


S 


7. 


7 


6 


7 


. 7, 


0 


Louisiana 


16 


9 


12 


B 


13. 


S 


21. 


4 


11 


8 


9 


2 


7. 


a 


Oklahoisa 


11 


1 


-2 


i 


=4. 


4 


4. 


3 


9 


9 


S. 


9 




7 


Texas 


14. 


9 


10 


1 


20. 


2 


24. 


2 


16 


9 


14, 


4 


12, 


1 


Mountain 


11 


0 


12 


L 


22, 


3 


3B. 


1 


20. 


§ 


16. 


1 


13. 


3 


Montana 


-2. 


1 


4. 


1 


S. 


6 


14. 


2 


2. 


9 


3. 


9 


5. 


0 


Idaho' ' 


3. 


0 


17" 


9 


^ 12. 


1 


13, 


3 


6. 


8 


6. 


7 


7, 


4 


WyoQing ^ 


16 


0 


11 


2 


IS. 


9 


13. 


6 


0. 


7 


3 


0 


S. 


3 


^ ColoradQ 


10. 


2 


8. 


4 


IS, 


0 


32. 


4 


25. 


a 


19. 


4 


15. 


4 


New miicQ 


17. 


S 


21. 


6 


■ 28. 


1 


39, 


6- 


6. 


8 


7. 


1 


6. 


6 


Arizona 


30. 


3 ■ 


14. 


6 


10. 


1 - 


73. 


7 


36. 


0 


22. 


2 


16, 


6 


Utah ' ' 


13, 


0 


S. 


4 


25, 


2 


2^ 


3 


IS. 


9 


16. 


S 


13. 


5 


Nevada 


17. 


6 


21. 


1 


45. 


2 


78, 


2 


71 1 


3 


37. 


6 


24* 


2 


PaGifiG 


46. 


7 


18 


7 


- 47. 


s 


. 40. 


2 


25, 


1 


20. 


0 


16. 


4 


Washington 


IS. 


2 


11. 


1 


37. 


Q 


15. 


9 


19. 


s ■■ 


' 16. 


1 


13. 


4 


^Oregon 


21, 




14. 


2 


39. 


6 


16. 


3 


IS. 


2. 


IS. 


8 


13. 


1 


. California 


65. 


7 I 


2L 


7 


S3, 


3 


48. 




27. 


0 


21. 


4 


17. 


6 


Alaska 


7, 


7 


- 22. 


3 


77. 


4 


75. 




32. 


8 


17, 


3 


11, 


4 ' ' 


Hawaii 


43, 


9 ' 


14. 


8 


IS. 


2* 


26. 


6 


21. 


S 


13- 


7 


6. 


8 



Source T U.S, Department of Coffiseree. Burgau of the Cenius, Statist ical Abstraet 
n( the, Unit gd. St.^_t g3j__J 9-H fWashin^ton* O.C.i U.S. nQvernment 
pfTnTiHg Off iee7 in ''O . Tab Us 13 and 14, 



Note: NA = Nat Available. 

*Tlie iPiQ and 1990 population projeetioni are those of the Census Eufeau under 
Scries i = E. whieh assuiOes 2*100 births per IjOOO woffien upon Gospletion of 
ehitdbearing and eontinuation of 196Q-7b iigr*»tion patterns. 

^Includes District of Calt^biAi nat shown separately because racEhodQlDgy is 
not applicable. ' , 

-Less than 0,05\, . ■ 
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Supplementary Exhibit S-I=2 

" DEATH RATE AND LIFE EXPECTANCY AT BIRTH: 

' 1920-1972 ' 





Death Rata 


Life Expectancy at B 


irth 


Year 


Per l.pOp 


Cnumber of years) 






Population . 


Total 


Men 


Women 


1920 


.13.0^ 


54.1 


. 53.6. 


54,6 ^ 


1930 " , 


11.3^ 


.59.7 


58 a 


61,6 


1940 


10.8 


62.9 


60.8 


, 65.2- 


1950 . 


9.6 


68.2 


65.6 


' 11:1 , 


1955 


9.3 


69.6 


66.7. 


72.8 


1960 


9.5 


69.7 


66.7 


. ' 73,1 


1965 


9.4^ 


70.2 


66,8 


73.7 


1970 


9.4 


70.9 


67.1 


74.8 


1971 


9.3 


71,0 


67.4 


74. S 


1972 (pralO 


9-4 


71. 2 


6-7.4 


75.2 



Source: U.S. Department of Commerce, Bureau of the Census, 
Statistical Abstract of the UniteH States: 1974 
. (Washington D.C.: U.S. Government Printing Uftice, 
■ 1974), Tables 9, 67 and 80. i^' 



"Data from birth-registration states only. 
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I. 

Supplmntafv hhihif Sif4 i 

• Us POPLiUTION EHOi: mUm 



A|c in Vein 


191 




19^ 


0 ' 


m 




196 




19? 


0 


■ ^ nil ■ 


flBber 




Nufiber 


1 




s 




l- 


.J 




\ 


Nuber 


h 


Ml 


123,2e3^' 


100,01 


132,16E 


' 100,01 


■131,326 


ims 


119, 12 


3 


100,01 


203, 21i- 




M;,049 


110,01 


Under E 
1^11 ■ 
18'24 
•'iS-34 

4S44 
, 3S44 

?5 3ni svir 


11,4M . 
')4I,2|6 

11,016 

l'3,0S3 

yii 

4,129/ 
1,316 


U\ 
UA 
III 

u.s 
\u 

6.1 
3J 
1,6 


I0,3i 

j 46,56? 

iM2i.' 
I3,3P3 

10, 5M 
6;3S9 
2,64? 


a.g 

31.2 

16^2 
. 1J,9 

' ii.s' 

U 
■ 4J 
U 


30,336 

i^n 
2\,m 

im . 

13,32? 
, 3,432 
3,362 


in'l 
30.4 
'10,3 

u 

14,2 
11.3 

S.6 
2.6 


mi 

43,13 
13,60 
22,31 
24,03 
20,48 
13,3? 
10,i 
M6 


! 
I 

i, 
3 

1' 
! 

2, 
r 

! 


11.3 
24,5, 
BJ 
12,? 
13,4 
11.4 

M i,? 

i.l 

' ; 3.1 


1?,134 
' ;32i490 
23,69? 
24,90" 
23,031 
23,220 
li.MO 
12,433 ■ 

hm 


,3.4 ' 

. is.i 
11.? 
12.3 
11.4 
IM 
U 
6.1 


23,120 
22,961 
23,439 
11,334 
12,633 
Ii912- 


3.4 
25.2 
12.5 
12,3 
ILI 
11:3 

6.1 

■ 3,1 


MedUn ip 


M : 




29,0' 




30,2 

- - 




' 29. 






III 


.1 


m 





Age in Um 


.. . \m [p 




19?3 h 




' 1930' 


■ 191 


0 


2000 


JUibsr 










-1 ^ 




\ 


_'Jiiber.. 


A 


All aps ' 


201,33? 


ims 


mM 


100,0^ 


226,403'^ 


100.01 


232,663^ 


100 J 


2?B,3?4l 


100.01 


Undgr 3 


!7,|4| 


hi 


mm 


■ 1.1 


20, 


j 3,9 


22,450^ 


3 J': 


21,989" 


3,0 


Ml 
1844. 


31,122 
26,004 


24.1 
12.4 


1,400 


24.5 
■ 12.3 


)?6,3i0*^ 


33.? 


) ?3,??9- 


31.2 


) 33i226^ 


32,0 


23^34 
33.44 
. 43.34 
1344 , 
63-14 

U mi flVif 


21,333 

22,??3 

23,391 

19,104 

12.345 ■ 

3,104' 


13,1, 
10,9! 
11,3 

i 9.1 / 
67.2-/, 
3,97 


713,600 
/ 22,300 
' 23,300 
19,300' 
, 13,200 < 
i,100 


13.6 
■ 10.3 
.11.3 
9,2 
6.3 
3.9 


36,962 
23,3?0 
22,406 
21,033 
14,630 
, 9,3?1 ■ 


16.3 

11.2. 

9.9 

9.3 

6,3 

4.1 


41,?91 
36,902 
24,61? 
' 20,33? 
16,?69 
10,999 ^ 


16,3 * 
14.6 1 

w 

6,6 
4.4 


36,396^ 
41,632 
. 33,?30 
' 22,303 
16,291 
' 12,331 


13.2 , 

13.1 

13.0 

8.2 . .. 

3,9 ' 

4,6 


Hadian ap 


.23,1 












31.1^ 




■32.3* 





Ssurti! y J. 'Dipartiint of tairqi, iuriiu d Ihi .Clnsus, itit iiti^al jbitrlgt tj'lk ynilad Statii : Iffl (!^llhinp,t9iij D.G.l , 
II Ooviffiiint hinm Mm Tiiilei I, Jl,|and li; 'IIsq, Mt Ih and Mil U. 

Nstgi; Data fsr 1930 thfQy|h 1I?0 ari as of ^pfil 1. Subiapnt datli. induding prDjoctiQnSj ari as of July 

,j . fiA = Not AvaiUbli. ,; ', ^ 

. § Nnt Applleabll* 

a- ' • * 

Includes periDns for i|i n§t fiport^^ , . ., 

\t offidil iWO fesidint pplilion gsyni is 2p3|3i3; thi diffimeii iU?i| is dyi tp grrori found aftif lahlatisni 
wifi QO^letidi ' ^ ■ , . ■ ■ - • 

fipi is in mnit of four pfDjiStlsni mk by Ihi Ciiiius Eurgau mkt altinistive ayu^Uon^ ' 
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PERCENTAGl OF^JFHE U,S* POPUIATION 
AGED 65 AND^VER, BY STATE; 1973 



— ^_^=.^_— = — — ^ — — — = 


Percent 65 




j r er cent od 


St.ate 


YearSi* 


State 


! Years 




And Over 




1 And Over 


United States 


10.2 








10.9 


East South Central 


10,3 


Ms-ine 


11.8 


Kentucky 


10.6 




10.6 


Tennessee 


10.0 




10. S 


Al ahama 


10.1 


Ma G e S3 r» H 1 1 Q ^ t" "t" e 


11.2 


Mississippi 


10.6 




11 . 2 


West South Central 


9.8 




9 J) 


Arkansas 


12.7 


Middle Atlantic 


10.8 


Louisiana 


8.7 


Mow Yn^k 


10.9 j 


OklahoTna 


12.1 




10.0 j 


Texas 


9.2 




\ 11 1 

* 1 


Mountain 


8.5 


East North Central 




Montana 


9.8 


Ohio 


9.7 • 


Idaho 


9.6 


Indiana 


9.7 i 


Wyoming 


9.1 


Illinois 


inn ' 
i U . U 


Colorado 




Michigan 


8.7 ; 


N^w Mexico 




f 1 J. 9 ^ W 1 ( S i « 


10.8 ' 


Ari zona 


9.5 




11.9 1 


Utah 


7.3 


West North. Central 


Neyada 


6.9 


Minnesota 


10.9 : 




Iowa 


12.3 j 


Pacific- 


.9.4 


Missouri 


12.3 1 


Washington 


10.0 


North Dakota 


10.9. 1 


Oregon 


11.0 


South Dakota 


12.1 ' 


California 


9.4 


Nebraska 


12.3 ; 


Alaska I 


2.4 


Kansas 


12.2 ^ 1 


Hawaii 1 


6:1 


South Atlantic 


10.2 ! 






Delaware 


8.2 






Maryland 


8.0 






District of Cblumbia 




i 




Virginia 


8.3 ^ 






West Virginia 


11,4 j 






North Carolina 


8,6. ^ 






South Carolina 


7.8 1 






Georgia 


. 8.4 1 






Florida ^ 




1. 





U.S. Department of CommercG, Bureau of the Census,^ Statist Leal Abstpnct of 
the United States: 1974 (IVash i ncton , U,S, novernment Pr i nt i^ng 

Office, 1974), Table 37, 

\ ■ ' 83 
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m MB FOR fiiE Ti msm tmB $ mm, if mm im 

(Rate per 100,000 pspuhtisn) 











~ • ' ■ — . I _ .. .. 






At 1 'i F 1 rr 


Cintfil 




SQuth 


Uu. louth 
Cgntril 


Ml Sguth 
Central 


Mquiitii!! 




Hdiirt iJi-'i('ir<f's ' ■ 


M . 0 


.391.G 












^ 310 J 


, m.i 


IM 






nil 














nu 


lEO 


(lerobrovasgiiliif iii^ylii;i;!i 


101.0 
















!\i.H 


' III 


Accidentia 


UA 










UA 


Til 




111 


M 


Infiijuiua and pjieiiQ/ria 


III 








in 


]U 


34,1 


30,3 


m 


m 


CDriiiiii diseaNo^ of 
early infuiicy 




Hi 


/ 112 




lit 


111 


m 




111 


\u 


iJiiibott'iir mWitm 


III 


M 


111 


^ 21.0- 






\u 


ia,i 


Ui 






\u 


ILl 


15i 












M 






111 


lU 


13i 






m 




, \ 




16.1 




m 


IS.! 


10,5 


\u 


IQJ 


} la - 




11,0 \ 


Hi 


■ "" ^. 
IPJ 



_ Sourct'; IX Pgniirtionl pf CfBiefce, lyreau of tlie Consul, Statiitisal Mm Bf the Unitei! km r. \m (fehin|tQii, 0,C.; ll.S", feernBciit 

g| FfMitili); Office, IPIfl, MIHJ, ' — 
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Supplementary Exhibit S-I-6 

FIFTY LEADING DIAGNOSIS GROUPS OF LIVE DISCHARGES FROM 
PAS HOSPITALS: '1972 



Page 1 of 3 



Diagnosis Group 



Total 

SO Leading Diagnosis Groups 

" 190 Signs, symptoms, and 

ill-defined conditions 

111 Hypertrophy of tonsils 
and adenoids 

091 Ischemic heart disease 
except acute myo- 
cardial infarction 

202 Laceration, ©pen 

wound, superficial 
injury, contusion, 
foreign body enter= 
ing through orifice 

106 Pneumonia 

125 Disease of intestine 
and peritoneum 
exc'ept appendix, ^ 
hernia J and anal''^ 
disease 

127 Cholelithiasis and 
cholecystitis 

122 Inguinal hernia 

153 Abortion 

001 Intestinal infectious 
disease 

093 Heart disease except . 

rheumatic, hyperten- 
sive^ and ischemic 

094 Cerebrovascular disease 
116 Gastric, duodenal > and 

gastroj ejunal ulcer 

134 Disease of bladder and 

urethra except 

cystitis 
142 Metrorrhagia 
175 Arthritis and rheuma- 

t ism 

180 Displacement of inter- 

vertebral disc 
090 Acute myocardial 

infarction 
073 Neurosis 
080 Cataract 

135 Dis^ease of prostnto in= 

eluding hyperplasia. 



All Patients 



Rank 



6 

7 
8 
9 

10 



11 

12 



14 
15 

16 

17 

18 
19 

20 

21 



Disch^arges per 10,000 



/ 



10,000.0 
6,815.3 

422.8 
387.9 

306.1 



228, 
219.. 



216.9 

211.7 
200. 2 
187.7 

175.5 



16S.3- 
162.5' 



149. 1 
136. 5 

135.6 

131.8 

124.5 
1.23 . 8 
119.1 

115.7 



Patients 65 years 4 over 



Rank 



4 

Cb) 
1 



21 
9 



6 

8 
15 

22 

3 
2 

16 

18 

12 

59 

10 
44 
5 



Discharges per 10 > 000 



10,000.0 
6,628, 

401.9 
1,4 

763.9 



121.5 
249.7 



339.0 

256,7 
170,3 
0 

112.2 



44a. 0 

546'. 5 

I 

170.1 



153.0 
0 

218.2 
^2.7 

243.6 
55. 9 
385.0 

314.3 
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Jupplcmontary; Exhibit .S-I-6_ (C^^ 
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Diagnosis Group 



144 



197 



058 



104 



089 
123 



:074 



211 

199 
195' 

131 

114 

141 
137 
200 
112 



107 
182 

210 



138 



102 
045 
174 



117 
181 



Disease of female 

genitalia except in- 

fectivej prolapse, 

and menstrual 
Fracture of lower 

extremity except 

upper end of femur. 
Diabetes mellitus with= 

out complication; 

prediabetes 
Acute upper respiratory 

infection except 

^streptococcal 
Hypertensive' disease 
Hernia of abdominal 

cavity except"" 

inguinal 
Personality and other 

nonpsychotic mental 
/disorder 
Rol low-up medical and 
" surgical care 
Sprain and strain 
^=ra_c tur e-Q f-tipper ^ ■ - 

extremi ty-=^_.. 
Calculus of kidney and 

ureter 
Disease of teeth and 

jaws 

Uterovaginal prolapse 

Disease of breast 

Intracranial injury 

Disease of upper respi= 
ratory system 
except acute URI 
and tonsils 

Bronchitis ^ acute 

Disease of muscle, 
'tendon, and fascia 

Special conditions and 
examinations with- 
out sickness 

Disease oT uvary, fallo- 
pian tube, and para- 
metrium 

Hemorrhoids 

Uterine fibroma 

Skin disease except in= 
fdctive and pilonidal 
cyst 

Gastrit>s and duodunltis 
Joint tfisoase except 
internal derangement 
and intervort obral disc 



All Patients 



Rank j Dis charges per 10,000 



23 



25; 
26^ 



27 : 



28 : 

29 
30 



31 

32 

53 
34 
35 
36 



37 
38 

39 



40 



41 

4 2 
43 



44 
4S 



46 



114.3 



111.5 



111.4 



109,4 
108.8 



108.7 



107.6 

103;2 
102.9 



96.8 

96,6 

96.6 
96.2 
96. 1 

94 



91 ,8 
90.8 

89.5 ' 



87.3 
86.4 
85.8 



85.6 
85.5 



84 ;4 



Patients 65. years § over 



Rank 



100 



30 



13 



66 
14 



19 

75 

24 
53 

27 

46 

94 
33 
88 
/84 



79 
35 

54 



(b) 



Cb) 
61 

Cb) 



40 
42 



65 



Discharges per 1Q,000_ 



18.6 



80,2 



193.2 



36.8 
180.2 



141 .6 

31,0 

105.5 
49.1 

91 .1 

54.1 

20.3 
77.3 
26.0 
29.0 



30.7 
73.8 

44.9 



3.1 



2.3 
40.4 
6.0 



62.8 
58.7 



36.8 



65 
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Diagnosis Group 


All Patients 


Patients 65 


years 


over 


Rank 


Discharges per 


10,000 


Rank 


Dischar 


ges per 


lOjOOQ 


119 


'Acute appendicitis 


















without peritonitis 


47 


82.2 




(b) 




7.6 




143 


Other disorders of 


















menstruation 


4S. 


SO. 2 




96 




19.6 




076 


Central nervous system 


















disease except 


















infilainmutory 


49 


73,6 




37 




65.7 




. 108 


Bronchitis J chronic and 


















unspecified 


. 50 


72,7 




36 




68,5 





Source; Commission on Professional and Hospital Activities, Length^ Q.f Stay in PAS 
Hps p 1 1 a Is, Un i t od' State s , VR e gXo ti a 1 1972 (Ann Arbor, Michigan-: 1973) . _ 

Note; These data exclucle patients transferred to other hospitals j disfharfed against 
medical advice, or staying 100 days or longer, The diagnosis grpups are the 
Top 50 for all patients, a somewhat different list than the Top 50 for patients, 
65 and older , ^ , . j 

- ^ Not Applicable , ■ 

^otal number of elderly patients in these diagnosis gi^oups, not in the Top SO diagnosis 
groups for patients 6S and older, ^ . ^ 

b ■ ' ' 

Not included hn 100 loading diagnosis groups for patients 65 and , older. 
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SupplufRentary Exhibit S-N7= 

PERCENT niSTRIBLTrlDH OF DlSDiARf;RS FROM SHORT-STAY HOSPITAUS 
\^ AND AVKRAGR LRNflTH OK STAY, BY AGF AND 

CONDITION FOR WlCH HOSPITALIIED- \M9 



Condition for Whieh 
Hsspi tal i zed 



All EOnditlOn^ 

Infective ajid parasitie 

diseases 
Maiignant neoplasms 
Benign and unspeeified 

neoplasas 
Diabttes fflellitus 
Other endQErine. ' nutrltioniil , 

ffietabolic diserders 
Mental and personality 

disorderi and deficieneici 
Cirebrovaicular diiease 
Diseaiei of the eye and 

visual ifflpairrnenti 
* Other diseases of nervoui 

system and sense organip 

except paralysis 
Diseases of the heart, NEC 
ifypertensive disease. NEC 
Varicose veins 
Hemorrhoids 

Other eir£ulatery diseases 
Upper respiratory conditions 
Other respiratory system 

conditions 
tJleer of stomach and duodenLun 
Appendic Iti s , al 1 forms 
Hernia of abdsniirial cavity 
Diseasfs ef the gallbladder 
Other digestive system 

conditions' 
Hale genital disorders 
Feinale breast and genital 

disorders 
Other genitourinary system 

conditions 
Deliveries 

Complications of pregnancy 

and the puerp'; . jm 
Diseases of the ^Kin and 

cellular tisiue* NEC 
Arthritis 

Conditions of bones and 
jeintSj NEC 

Other conditiQns of musculo- 
skeletal system, NEC 

Fractures and dislocat Ions ^ 
current 

Other eurrent injuries 

AH other conditions 
and observations 
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Source- U,S. Department of HcAlth, Education, nnd We 1 fa re\ Nat ioha r Center for Hciilth Statistics! Age Patterns, in 
' Mg_dl_ca_l Care, Illnes s, And Disabil it y, United States > 1968^ 1969 . PHEW Pub Heat ion Ma. fHSM)~7S"l026 *^ 
CRockvilles Md,i April 1972), pp. 2S-29, " " ■ . ~ ^~ 

Note. Data are based on househol^^ ititerviows of the .eivilianj noninstitutional population, 

^Figure does not meet standards uf rsliability or precision (oiore^than 30^ percent relative !itindard error). 
^ . Not Applicable. ^ . > - . ^ - 
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CHAPTER II 

GOVERNMENT PROGRAMS AND REGULATION 



The hand of the govBrnmBnt app&cirs everywhere in the 
health cmrm systBm. (See Exhibit IT-l^l CovernriBnt 
funds, governmBnt rBgulations and controls , governnient 
programs, government-sponsored planning are all having 
a growing impact on the system. But despite the pro test s 
of doctors and others in the health field about "govern- 
ment interference", the 'fact reii^ins that all governm.Bnt 
" inter ferencB" has not effected any basic changes in the 
structure of the U.S. health care system. We still have 
a "free enterprise*' system, restricted here and there by 
govBrnment rules, reshaped a little by govBrnment pro- 
grams, but mostly grown fat with governmBnt funds, Medi-^ 
care, for example, rjemoved some of the financial barriers 
to health care for the aged, and it provided a tool for 
the government to ^se in regulating the health care sys- 
tem; but it has not changed thB fee-^for-service system 
of health care, and it has, if anything, exaggerated, 
inot diminished , the emphasis on high technology in 
health care and the geographic maldistribution of doc- 
tors that, existed before Medicare's introduction. It 
has proved financially beneficial to the doctors who - 
protested so over its introduction , for more of 'the el- 
derly can now afford to use — and tn pay for the l 
pensive services of ^doctors and hospitals , Covernncnt 
programs like Medicare contributed to the boom psyc hp- 
logy that pervaded the health care system in the late 
I960' s as the system grew evBr bigger and more^ elabox'atBly 
equipped — without, until recently , any serious questidns 
being raised about the wisdom of that growth or about 
restructuring of the system. The government's answer to 
our health care crisis has h§en to. finance more health ^ 
care, not -to compel fundamental changQs in the manner 
of delivering that care. - • ■ 
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The &DviRfjMEhrr's Role in Disuse 
Prevention at© Health Research 



Both hemlth research and the prevmntion and control of 
health problems have been areas where government pro-- 
grams and government financing have grown in the last 
\ ^-±wQ decades f for here the government met less opposi^ 
tlon from the medical profession than elsewhere. The 
government* s efforts to prevent and control health pro- 
hi ems f if ever mdeguately financed and administered ^ may 
in the long run have a greater effect on our health 
status than the governwent's health research , but re-^ 
search is what has had the greater impact on the charac- 
ter and focus of our health care system since World 
war II. 



governmei^ involvement in the prevention 

AND control of HEALTH PROBl^MS 

Government at all levels has been involved in the prevantion and 
control of health problems . Control of communicable-^diseases was one of 
the earliest concerns. State and local governments long ago set' up health 
departments both to control the spread of communicable diseases and to en- 
sure that schools J food handlers, water supplies j .and so forth met approved 
health staridards. In 1798 the federal government stepped into the' act by 
authorizing what later became the Public Health Service to develop recom- 
mendations for uniform quarantine laws and regulations in the states and 
to carry out investigations on the cause and control of epidemic diseases. 
The National Center for Disease Control , established in 1946 under another 
nam£, supports agents in state and local areas who monitor the incidence 
and spread of communicable diseases arid igives grants to state and local 
health agencies, to finance immunization,' detection and prevention services. 
In lff74 the emphasis w^as on such diseases as rubella^ venereal diseases, 
hospital associated bacterial infectionsj viral hepatitis, and various 
arboviral diseases. 

Consumer protection is also a growing concern of government, par- 
ticularly thq federal government. The rood and Drug Administration 
(FDA), created in 1927 after reformers exposed some scandals, estab- 
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Ushes quality and safety standards for foods, drugs, cosmetics, therapeutic 
devices an^ radiological products, and these standards are onforced through 
an extensive monitoring anJ inspection system. 

The food we consume is also monitored by the Animal and Plant He alth 
Inspection Service of the U.S. Department of Agriculture, which provides 
grants to states for meat, poultry and egg inspections and undertakes 
"diHease and pest control programs. 

The Consumer Product Safety Commission (CPSC) , whic^^ktfc^Hme indepen- 
dent of the FDA in 1974, conducts investigations, mp€€ssQs injury reports, 
and Hisseminates information to protect consum^^s from hazardous products. 
Some state and local governments also hav^^- "consumer protection agencies. 

Providing protection for people^'on^ the job are two agencies: The^ 
National Institute of Oc cugati-on^l Safety and Health (in the U.S. Dep3rt-^^,_ 
ment of Health, EducatipJiv^nd WelfareV was established in 1971 to develop 
criteria for job-rpi^ted health and safety standards; and the Occupational 
Safety. and Health Administration (OSHA) (in the U.S. Department of Labor) 
since 1971 has actually set and enforced the standards related to job health 
and safety. Many statues, too, have regulations designed to promote safe 
working conditions. OSHA was supposed to .foster the development of in- 
plant health care facilities both to test for employment-related health 
problems and to provide primary care for employees and their families. In 
^ practice, however, OSHA has tended to emphasize safety "rather than healthy 
and its efforts to imprdve safety standards have been hampered by employer 
complaints about the cost of safety precautions, particularly when their 
profits are being eaten away by the recession. 

Environmental control is a relatively new area of governmental concern. 
In HEW (the U.S* Department of Health, Education, and Welfare), the Bureau 
of Community Environmental Management conducts programs aimed at rat control 
and screening of children for lead-based paint poisoning. The Environmental 
Protection (Agency , created in 1971, concerns itself with water quality, waste 
abatement, and air pollution control. The Atomic Energy Commission CAEC) re- 
gulates the posses^iinn and use oF radionctivc ninterials in order to protrct 
us from dangc!*nus exposure to rnd i orict i v i t )' . 



Prevention and control of health problems fxclusive of the work done 
by the Environniental Protection Agency consumed' only 3% of federal expen- 
ditures for health in 1974 (/co Exhibit II-l), and the newspapers are filled 
with coraplaints about the inadequacies of many of these programs. But the 
m ultitude of new agencies created in recent years indicates the growing con- 
cern of the federal fiovernment with health problems that cannot be tackled 
directly by health care providers . 

GOVERNf^NT FINANCING OF HEALTH RESEARCH 

^ Health research has been a province of the federal government for nearly 
a century. When the Public Health Service was created in 1878, one of its ' 
assignments was to caiji^y out investigations on the cause and control of epi- 
demic diseases. In 1SS7 the Hygienic Laboratory was created at the Marine 
Hospital on Staten Island to do health research. In 1930 the Hygienic Labora- 
tory was transformed into the National Institute of Health (NIH); and in 1937 
the NIH*s first specialry institute was created^ the National Cancer Institute. 

After World War II, the federal government's rQle in health research 
grew by leaps and bounds . The political climate favored government action to 
improvu the provision of health carOj but most suggestions for government 
programs encountered the vigorous opposition of the medical fraternity. The ' 
doctors, however, found government support for medical research less objec- 
tionable. Research expenditures from all sources grew from $0.02 per capita in 
1940 to $12.50 per capita in 1974,^ with the public share of expenditures on 
health research increasing from 66% in 1950 to over 90% in 1973.^ NIH expendi- 
tures ballooned from $256 million in 19ltr=t©^U ,643 million in 1974.^ Some 
of this- research was carried out at NIH, but much of it was ( "ried out with 
federal grants at the nation^s incdical schools and hospitals. 



Nancy Worthington, '^Natipnal Health Expenditures, 1929-74," Social Security ■ 
Bui lotin , February 1975. 

2 

U.S. Department of Commerce, Statistical Abstract 1974 . op. cit . , Table 99. 
^Ibid. , Table 884. 



The burp.eoning research programs tended to diminish Interest in teaching _ 
in the medical schools and universities and tended to promote the university- 
affiliated hospitals at the expense iof the community hospitals . Research was 
where the glory lay in the medicaTprofission. Research grants helped cover . 

ime overhead and salary expenses at both hospitals and medical schools. This 
( labled the medical schools to expand their full-time faculties, but it was the 
professors and doctors who excelled at grantsmanship -- not teaching who 
won prestige and favor at their institutions.^ The acmdemic_ cominuni ty placed 
highest priority on the study and ca re of the hospitalized patient and promote d 
an emphasis on sophisticated technology in our health care system . Outpatient 
^are tended to be neglocted, and little study was made of the delivery of, health 
care, or the prevention of diseases.^ The type of ^'student attracted to our medi- 
cal schools tended to be research-oriented, .not oriented toward patient care at 
the primary level. Training of residents in hospitals generally emphasized 
Hcuto care, not simple, basic care. The number of biomedical researchers grew 
192% botwo'en 19S0 and 1970, while the number of doctors rose only 21% betweei) 



19S0 and 1974.^ 



Decisions about, the focus of all this healt h research have no t been based 
on reasoned analysis of nvf^rall needs o r careful selecti on of priorities. Po- 
litical considerations have played a role in the choice of diseases^to be em- 
phasiaod. In 1974 nearly a third of federal outlays for health research went 
for research on cancer and heart and lung diseases, diseases particularly alar- 
ming to white middle class males. Mental illness, which ranks third in cause 
of days of hospitalization and fourth in cause of limitatibn of activity, re- 
cowed only 6% of these outlays. Only 7% went for research on arthritis,- 
metabolic and digestive problems, which together are the leading ' cause of day^ 



^Cecil Shops and Conrad Seipp, "The Nledical School,„lts Products, and ItS\ 
Problems," T he Annals of the American Acad amv of Political and Social 
Scionce , January 1972, p. 40. 

"Julius Richmond, Currents in American Medicine CCambrldge, Mass.: Harvard 
University Press, 1969)., R. 34. . • 

^Notional Planning Association. Center. for Policy Studies, Chartbook of 
Federal Health Spending: 1969-1974 CWashington, D.C.: August 1974), 
p. 227 " ' ' ' ' ' . 



of hospitalization;^ arthi^itis, it should also be notedi - soriously limits the 
activities of far larger percentage of those with low Incomes than thgSe with 
I higher incomes* (See Exhibit l-6b.) As the former Assistant Secretary of . ' 
Health, Dr. Charles Edwards,; pointed out J "Many knowledgeable people in medicini 
and in the research conununity have expressed serious reservation^ about, and 
even frank disapproval of, the .massive cancer effort being carried out by the 
National Cancer Institute. * .The basic decision to mountv a 'war on cancer- was 
political . . . . ' . 

Research expenciitures have not grown_ so rapidly in recent yea^rs as they 
did in the early^^~960 ^s . Public outlays for research grew from 2.4% of public 
health /expenditures in 1950 to 12.9% in 1965, but by 1973 they had fallen back 
to 5.5%*^ This drop in. researches share was due primarily to burgeoning expen- 
ditures for Medicare and Medicaid, not to declining outlays for research. How- 
ever^ .public expenditures for health research, while continuing to grow, have 
done so at a far slower pace since 196S: They grew 161% between 1960 and"l965 
but only 27% between 1968 and 1973,^ The nuniber of research trainees supported 
■by NIH dropped from 19,4 thousand in 1969 to 1.4.6 thousand in 1973, and the: 
Administration proposes to phase out its training grkrits program entirely.^ 
Hospitals and medical schools are jinding research grants harder to obtain , 
^h.is is posing financial probleiifis for these institutions^ which have been r@- 
lying.^on research grants to cover some of their, overhead and salary expenses . 

The diminishing level of public expenditures on health research may even- 
tually change the focus of our health care'system. But. change is not likely 
to occur rapidly, for the leaders in the medical' profession and the teachers 
.serving as models for ifiedical students came of age professionally in an era 
when research was king. ' 



^ Ibid. , p, S. 
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I I The Government's ^le m Determining 

/ / ^ ' ' \ THE Supply of Heauti Manpower 



ThB rolm of the federml governmBnt in financing rmQic&l 
mduamtibn has grown until, by 1974, 60% of the .cost of 
pn^miaians' eduaation was being paid for by the federal 
government. The government is using this leverage to 
push dediaal sahools into training more students to servm 
in primMry ^akre speaiml ties and in undersi^rved areks. 
Another tool used by the federal government to provide 
doators' to shortage areas is the National Health Serviae 
Corps. The aompetence of health profesBionals is sup- 
pdsedly ensured by licensing , aurrently donej by the 
^states, which are increasingly requiring not only iiaen'- 
sing but periodic relicensing and aontinuing eduaation ^ 
courses for -health professionals . 



GOVERNf^ENT FINANCING OF 
MmiCAL EDUCATION 

' / T he states have long^ financed medical schools attached to their state 
. ( universities ; By 1970 only ^hree states did not have, a medical school. 
In recent years .^some states with doctor shortages have Expanded their med- 
.ical schoQlsUnfhopes of filling gaps in the state's, supply ^f djOctors../ 

However, this strategy is not always successful ■ ^ Doctors trained in Illinois 
' medical schools to remedy physician shprtages in the state's rural aTeas 
often end 'up migrating to doctor-rich California, which has felt iio need to 
^ 'enlarge its medical schools in recent ^rs.^ An analysis of medical grad- . 
uates by state of origin showed that four of^ the five states with the highest 
ratAo of medical graduates per 100,000 'population are agricultural states: 
Nebraska, North Dakota, Vermont, and Kansas, Yet the ratio of practicing 



^Ce<il Sheps and Conrad Seippi "The Medical School, Its rroducts, and 
Its Problems/; The .Xnnals of the American Academy of Political and Social 
Science , January 1972 , . p . ^1 . . 

^Pierre de Vise, '^physiciaJ Migration from Inland to Coastal States : Antipodal 
Example of Illinois and California Journal of Medical Education , February, 
1973, pp. 141-151, ^ ^ . 
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physicians to population in three of these states pats them in the bottom 
half pf state yankings: Kansas is ranked 28th, Nebraska 30th, and North 
Dakota 44th. ^ 

* The federal government has traditionally provided training programs 
for health manpower inl Veterans Administration and Defense Department health 
facilities . In order to imprwe the quality of care in Veterans Adminis- 
tration C^A) hospitals, ^Congress in 1946 authorised the affiliation of these^ 
hospitals with medical schools. By 1974, 116 VA hospitals were affiliated 
with 9.1 medical schools, approximately 15,300 medical and dental students 
were receiving training in VA hospitals, and around 26% of the nation's 
residents and interns were being trained in these hospitals. VA hospitarg^^ 



were also training dentists/ nurses, psychologists, social workers, and other 
health professionals. The training given by VA hospitals to students in nffil 
ated. medical , dental, nursing, ^ and phaimacy schools provides indirect finan-/ 
c i al s uppo rt , for these iris t i t u t i on s . _ . ~ 

^ After World War 11, the federal government- began to play otherHm^ . 
portant roles dn medical leducatiori /; This began with research grants^ which 
were an indirect means of financing the medical- schools . The doctors ob- 
jected to "government interference" with medical education, but they happily 
accepted research grants that helped pay some of the overhead arid salaries 
at the iiiedical schools* These research grants contributed- to "the growth 
of full-time faculties at medical schools and helped increase the prestige 
and power of the university medical centers.^ ^ 



^ Ibid. , p. 14S, 



"Health Policy Program, School of Medicine, University of California^ San 
Pranciscb, The Role of the Veterans Administration Medical System In the 
American. Heatth Care Enterprise , July 31, 1974, pp. 63-64> 

^Jerome Braxda, "Medical Uducation: How Many Doctors are Enough?*', Modem 
Health Care , July 1974, p. 16e. 
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- In 1956 the federal government moved further into direct financing of 
medical edudation when'^fimds were authorized for tralheeships for professional 
public health personnel and for advanced training of professional nurses. 
In 1958 Wrmula grants were, authorized for schools of pQblic health. 

In 196 3 the federal government began to make institutional grants to 
a broad range- of teaching '^Facilities for health pTOfessions ." These grants 
grew to include grants for construction, improvement, and special projects 
and were in time extended to teaching facilities for physicians, dentists,, 
pharmacists, podiatrists, nurses , allied health professions, and veteri- 
narians as well as schools of public health. These institutional grants 
were contingent upon Increased , first year enrorllments and were designed to 
remedy what was considered to be a serious shortage of trained health pro- 
. fessionals in this country. - 

In 1971 the previous institutional grants were replaced by a new system 
of c apitation grants for each student anrolled in health professional schools , 
again contingent upon increased first-year enrollment. Start-up assistance 
to new schools of medicine, osteopathy, and dentistry and new nurse training 
programs was authorized, also in the form of capitation grants. By 1974^ \ 
federal programs had helped to. build 21 medical schools, nine dental schools, 
and one school of osteopathic medicine.^ Medical schools, increased their 
entering class size from" 8,759 in 1965 to 14,763 in 1974, a 68%>increase . ^ 

To help the growing number of ^health professional trainees finance 
their education, funds for student loans and, scholarships were/made available 
beginning in' 1963 . The Comprehensive Health Manpower Training! Ac t of 1971 
broadened the stude nt loan provisions to provide up to 85% cancel lation for 
health professidnals practicing for three years in shortage areas , toother 
197f act provided that iiurses could also get up to 85%^ of their loans can- 
cfiled' after 'five years of full-time nursing. ^Scholarships /for needy students 

Brazda, op; cit ., p. 16e, ■ . j 

^American Medical Association, Socioeconomic Issues of Health CChicago, 111. : 
1974), p. 186; and data supplied on the phone by the Amefrican Association 
of Medical Colleges, July 1975. ; ' ^ ' - " 
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were increased, and the total ambiints available to an institution for 
schorarship funds were to bis increased according to the nunibers bf students 
enrolled frpm low income backgrounds* A new physician shortage area scholar- 
ship program was created for medical students who agreed to practico primary 
care in a doctor-short area or in an area with substantial numbers of mi- ^ 
. gratory agricultural workers.^ 

-•^ T^g P^o^isions for loan forgiveness as an incentive to practice, in 
areas vjith a shortage of health professionals have not yet had any jig-^X 
nific^it impact on our health' cars system v Indeed^ the geographic maldis- 
tribution of . doctors has grown worse: In 1963 there were 98 counties^with- 
out any active physicians , but by 1971 this figure had grown to 133, For 
this reason 5 Senator Kennedy in 1974 proposed a Iriw with stronger provisions 
: for getting doctors to shortage ar.eas. Kennedy's bill woulH have mandated 
period of service vfor al^ health professions studentr in areas designated 
by the government. The Senate deleted this provision but did pass a bill 
that would have extended student loans Vof up to $4^000 annually to students 
who agreed to serve in shortage areas or institutions. ^ Loan forgiveness, 
which, would at a rate of 25% for each year of service in a shortage. area, 
would be granted only to those,, doctors practicing family medicine/, general 
pediatrics j or internal medicine. . ' ' ^ ^ ^ 

' 'The Senate's 1974 hi IJ would have exttended capitation grants to medical 
s.chopis only if 25% of the students accepted for admission agreed to volun- 
teer to practicQ for two yca%^s in. an underserved area or institution' as 
practitioners of family medicinej general practitioners , or /internal medi- 
cine* Gapitatlon grants to medical schools would gradually' decrease from , 
the present .52,500 a year to ^'.2, 200 unless the institution .dombnstrated 



Florence Wilson and Duncan NeMhauser, Heal th Services in t he United States 
(Cambri Jgo/ Mns? , : Jalllngof, 1974). p. ..164. •; ' ^ ^ 

Barry Stimmel, 'The Congress and Health Manpower: A Leglslatlve^Morass/' 
New Engiand Journal of Medicine , July 10, l'975,.p. 70. For additional 
Stati^stics on the geographic maldistribution of doctors, ^see Chapter IV, 



that no less than 5.0% of its graduates were serving restdencies In family, 
medicine, general pediatrics^ or internal Tnodicine. TTie House failed to 
pass this bill before the end of the Congressional session, so the bill has 
never become law. However, similar bills were' introduced in 1975^ including 
one requiring as a condition for. capitation grants that the schMl obtain 
agreements^ from students to repay the government for capitation unless they 
serve , in a m,edically indigent area upon completion of training.^ It is 
uncertain what form the new health manpower legislatiort will take in the andj 
but the government is clearly pushing for increased incentives for health 
professionals to practice in shortage areas and in understaffed special- 
ties, and the Department of Health, Education , and Welfare (HEW) has re- 
peatedly announced its determination to reduce capitation grants to medic^ii . 
schools.*" ; . p , , 

HEW feels that federal support of health education institutions should 

\be reduced for two roasons: The training capacity of health professional' 

' ^ - ' - ^ . -. 

schools has been expanded sufficiently to meet future needs ; ajid health 
careers ai"o good personal investments, which should not require federal 
■subsidies at past levels Eo attract qualified students. 

HE W * 5 d e t e rm i n a t i o n to i:e du ce c ap i t at i on g ran t s c QU 1 d pu t thj me dl c a 
schools in a serious financial bind j for they are already feeling pi ti chad 
by -the reduced level of health research grarits. Medical schools have grown . 
Increasingly dependent on federal funding: " In 1D47 Jiate and local govern^ 
ments and philanthropy supplied ^3% of the opei^ating budgets of the natioh*s 
medical schools; by 1968 these spurces supplied only 18% of operating costs^ 
while the fedural government was pnying-:40%"i mostly in the form of research 

"Stimniel, op . cit . , p." 70. ^ " . ' ' 

See, for example, John Iglehart, "Dowtis/ Ups of Medical Education 
Modern Health Care , July 1974, p. 39. - 

*^ational Planning Association, op. cit., p" 21. = _ 
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subsidises. By 1974 the federal fovernment 's contribution to the financing 

\ ~ r:- ^"^ — ^ ■ ' - " • — — 2 " " - ■ ■ = — ^ — 

of phy 51 c i an edu ca t i Qn_had g r oto t o 6 0 % o f_ t he t o t a 1 . 

Controlling tile purse strings to such an extent, the federal govern- 
ment in po'sitlon to influence the future direct ion of medical edu cap - 
tion arid^to^puVh it into greater eniphasis oi^ the^ develogipnt 
care ph>^gicians\ The government has already played a'role in increasing 
minority^nrollmWt in medical schools from 5% in 1969-70 to 9,2% in 1973«74, 
However, ii\^ pressing for greater emphasis on ■training for primary care, the 
government is moying against the current in the medical profession an'd is 
likely to encounter resistance/ For example ^ a number of family practice 
residencies have been ^established in recent years but so few mediq^l grad- 
uates have been ^ attracted to these residencies, that 27% of the posl^^aons re- 
mained unfilled l\s of September 1973.^ When the governmrat lavished ^unds on 
health research, the, results were di-amatlc because the government and thf 
medical profession 'were pushing in the same dlrectioh. Now, however, the 
government is trying, to. promote priTnary care while the medical profession 
still tends to be- oriented toward specialized care., and research. 



^V^IONAL HEALTH SERVICE^ CORPS 

In addition^ to loan -forgiveness provisions to encourage doctors and 
other health pr^ofessionals^, to practice in underserved areas, Cpngress created 



a National Health Service Coi^s ln_197Q to^supplx ^ri^dical personnel to do^c- 
tor-short areas. I^ational Health Service Corps members, mostly recenit 



Health Policy Advisory Center, \'*Medical School Sweepstakes,'' Hefilth/PAC 
Bulletin , October 1972, p. 2. 4 ' ' ^ 
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Edwards i op. cit . , p* 560* 
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medical school graduates, serve two years as general •practitioners in isolated^ 
government-asiigned 'areas .at salaries of $17,000-$18,000 a ,year; in addition, 
many; are eligible for special bonuses of $12,500. The federal government pays 
these salaries, but the local communities are required to provide offices .for \ 
the doctors and to pay ^11 operating expenses except the salaries. Most of 
thiff^local money, however, comes from the. physicians ' charges, which usually 
are roughly comparable to other doctors- fqes in the area.^ 

By 1974 the Corps was providing health services in 185 communities with 
a shortage of medical personnel. The hope Is that some Corps personnel will 
remain in these underserved communities after their two^-year stint is up. 
The retention rate among thq first batch of recruits was only 3%, but by 1974 
about. 20% were staying on after their two years. One reason" for the higher 
retention rate is the recruitment of more highly trained doctors who have com- 
pleted their hospital residencies and thus are fully prepared to embark.. on 
their careers. One problem, hoWever, is. that a team of two doctors must take 
in $140,000 a year in fees^for each to earn a net income^ of $30,000i"^the 
minimum most physicians in private practice will, accept these days. = ^That ? - 
total is hard to obtain in many underserved communities since health in- ■ 
surance. coverage tends to be less in the^ rural and. urban ghetto areas 
where mare doctors are needed* Of ^coUrse^ if national health insurance 
is ever instituted and if it covers primary care doctors in these 
areas may be able to earn reasonable fees, and private practice may be- 
come feasible there without continuing government subsidies. 

LICEf^SINS OF HEALJH PROFESSIONALS.. ^ , ' . 

Many types of health professionals are licensed by the jtates . All ' 
.states require the licensing of doctors, dentists, dental hygienists, 

^Jonathan Spivak^ "Federal Project Eases Rural Doctor Shortage By Dispatching 
New Medical School Graduates Wall Street Journal , November 19, 1974, p^ 48, . 
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National Planning Association, ' op^^it^ ,, p. 37. 
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optometrists, pharmacists, .podiatrists , registered nursaSj practical 

* nurses, veterifiarianSj. and professional engineers in the health fi old 
Chiropractbrs and physical therapists are licensed in all .but two state:^ . ^ 

; Professional groups play a major role in regulating both the members of 
' their professions and hospital /activity within their specialty. Regulations 

derived from' professional groups deal not only with certification of person- 

/ 

nel; and accreditation of training programs but also with hospital procedures 
to be followed in their specialty^ quality contror requirements, and the 
■ like. - " / " ■ \- ^ • - , ; 

Licensing , in theory, protects consumers by ensuring that health pro- 
■ Sessional s are proper ly/qual if led . = It also, however, ' protects health pro- 
fessionals from competition that might save consumers money^ '^^It isn't 
uncommon for ;[ licensing] boards to. try to limit access. to a given occupation 
in apparent disregard of the public interest. In Arkansas,, discount drugstore 
operators say the pharmacy board's regulations subtly discriminate against 
discount drugstores j making it difficult for them to operate competitively." 
In Georgia the state optometry board was revoking licenses of optometrists 
who practiced "^iTi department stores and chain optical stores until the Su- 
preme Court ruled against this practice/ For many years* doctors in pre-paid 
"group practices were oft%n excluded from state or county medical societies 
and thus were unable to gain access to hospitals. The Supreme Court ruled' 
'against this. discriminatory treatment in 1943, but pre-paid group practices 
were still facing harassment from individukl medical societies as late as 
19S9a? A VISTA physician who in 1969-70 llelp^d organize a community- con t 
trolled clinic to supplement the services of the only four doctors In an 



Jim Montgomery,-' * 'Far Re aching Reform of Licensing Boards Urged in Many 
States," Wall Street Journal , January S, 1975, p. 1. 

^"The Two Barriers to mO Success: The Doctors and The Patients," 
Modern Health Care, May 1974, pp. 49-50. - ^ / 
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impoverished Arkansas county was refused membership 'In the county medical 
society.^ As bha observer has 'commented, mWical^^^ "be viewed 

; coaiitions of mDnopolists whose purposes in coming together include pro- / 
tection and strengthening of^ their individual market power*" 

States which ore particularly attractive tp doctors may make it diffi- 

cult £6r doctors from elsewhere to transfer their practice to the state, 

"In Florida a group of 50 physicians and dentists have Organized to fight 

what they regard as^ the state's restrictive iicensing regulations, AlthoUgH 

■ill^are licensed to practice in other states, they have been unable to get 

licenses in Florida. Unlike many states, F^rida. doesn't grajit automatic 

reciprpcity, to licensed doctors and dentists from other states, opthaii^olo- 

gist who moved V to Hal 1 en dale, Florida from New York claims the policy repre- j 

sents 'a delibeitate, conscious plan of exelusion' by what he calls Florida's / 

'arrogant, overworked, overpaid', physicians." , . j 

■ ' ^ ^ / . ^ , - . • /- 

Licensing can be used as a tool of- state manpower planning j not only / 

to exclude, unwanted health professionals fro^ elsewhere but to fill gaps v/ 

- - . __ - - - t:- ■ ------- - --■ : - --J; 

in the supply of ' professionals . Forty-three states have introduced a. "limi/ted 
license" for physicians willing to work in areas or^ in particular institu-// 
tions experiencing a severe manpower shortage. New Jersey, Which. has high'/, 
vacancy rates in internships and residency positions, considered a strategy 
of attracting a large number of foreign medical graduates, licensing relatively 
few of them, and requiring the unlicensed foreign medical graduates to work 
in certain institutions. . This, particular bill was defeated in New Jerseyj 

1 "T" . \ i ■ ; : // 

Kay Mills, "Health Fee Monopoly Charged," Washington Post , June 9, 1974, 
quoted in Medical Care Review, June 1974, pp. .734-735. ~ J / 

^Clark Havighurst- "Health Maintenance Organizations and the Market /for Health 
Servides," Law and Contemporary Problems , Autumn 1970, p. 768, /: 
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■Montgomery, op., cit. / ' ' . 

Arlene Goldblatt, Louts Wolf Goodman, Stephen Mick, Rosemary Ste^Vens, - 
"Licensure, Competence and Manpower Distribution," New England Journal of 
Medicine, January 16, 1975,, p. 140. .' ■ ' ir. 



but it is an indieation of the fact that licensing is not used exclusively 
to protect consumers from incompetence, , 

Licensing has not performed entirely satisfactorily as a means of en- 
suring competence . Physicians who barely keep up with changing medical 
knowledge, '^suffer a debilitating .^stroke, become senile or incompetent for 
other reasons are rarely weeded oiit of the profession, according to medical 
critics.. • At least 5% of the nation's 350,000 doctors are incompetent," 
According to Dr, Robert Derbyshire, past ' president of the Federation , of 
State Medical Boards and secretary=treasurer of the New Mexico .Examining 
Board. A recent study showed that fewer than 2,000 doctors had their 
licenses suspended or revoked or were reprimanded by examining boards in the 
last ten; years. ^ .The €act that incompetents are not rigorously weeded out 
of the profession is one reason for the spate of malpractice suits in recent 
years. The increasingly educated population is more likely to spot and 
take action against the errors of inqbmpetent doctors* 

• The rapid changes in medical technology also make it more difficult 
for doctors to preserve their competence. As the 1970 report of the Carnegie 
Commission on Higher Education pointed out, ''physicians who don't remain 
lifelong students 'face partial obsolescence in five to ten years. '"^ To 
remedy this problem, seven state medical associations and two medical - 
specialty societies now requiiie members to, take continuing education courses 
or forfeit their membership. A growing [number of states have passed -^re- . 
licensing laws, requiring that doctors be relicensed periodically, and nine- 
teen of the twenty-two medical specialty boards hav e endorsed recertiflcation 
for dQctpfs in their; specialty . In some cases continuing education courses 
are required for a doctor to be relicensed or recertified* 



\jb^nn LUblin^ '*DFDQCtors-Need a:r^^ Wall Street Journal^ February 



Requiring doctors to take clinical refresher courses can pose problems 
for busy doctors, particularly those in outlying areas*, A doctor may have 
to close his office seyoral days y^ar to travel to a distant city for' a . 
refresher course*; The New Mexico medical school hopes in time to alleviate 
this problem by making available senior residents , doctors training to be 
specialists, to act as a substitute for the doctors taking "mini^rejidencies* 
at the medical school* 

- Another difficulty is designing a satisfactory method of measuring a 
doctor* s competence to determine if he should be relicensed or recertified* 
Many perfectly competent doctors are horrified at the prospect of having to 
take a mandatory written examination years after their departure /from med- , ^ 
ical school. Written examinations also can't evaluate a physician's pro- 
ficiency in actual patient care, his interpersonal Skills, his attitudes, 
his ability to make clinical decisions, and the like. The toerican Board 
of Family Practice has designed a four-part recertification' test , which it 
will begiiTEt^ using in 1976. One part of the. test will be an office records 
review, but this is not too satisfactory b method of judging a physician 
'since the quality of doctors' office medical records tends' to be poor. Dr. 
William Felch, president of the Ajnerican Society of Internal Medicine, feels"^ 
that the real answer is peer review. "It can check on the process of care 
and its outcome, either concurrently or retrospectively; and look at broad 
patterns of care or focus on the individual physician* Best of all, peer 
review assesses doctors where they are, in their milieu, doing what they 
regularly do. There is only one problem**,, the system for conducting peer 
review has not yet been perfected* A medical audit system has been devised 
which is workable in a hospit/al setting, but it has not yet been put together 
for institutions and ambulatbry care."" . 




In 1974 Senator Kennedy proposed that the Secretary of HEW develop and 
estabiish national licensing standards and prepare national examinations for 



"Quoted in ^^Trend Toward Periodic Recertlf ication , Relicerisufe Seen Gaining 
Momentum," House Physician Reporter , September-October 1974. 



initial licensing and sulisequent reliconsing of doctors;and;:dcTit ists. This 
would eliminate variations in state licensing, standards and proyent states 
such as .Florida :from j^laclng restrictions on. licenses far henlfh nrnfes- 
sionals licensed in other states. KenhedyVs proposal for national licensing 
was defeated in the Senate, but pressure for national licensing may grow 
if .the deficiencies im&tatQi licensing are not remodied* . 

'm- ■ " ■ '^^'^ ■ ■ , ' 

, i ' GovERNfCNP Financing and Reguution of, ; ^ 

. ' / Health Facility CoNSTtoiON 

' ^ The Hill-Burton Act money the fedBraVyovmimmBnt -be^ 

investing in hospital Qonstvuotion J 946 atimulated - ■ - 

rapid grWth of hospitals, . Conaerned that ^Me'- wndon- 
, trolled growth had play &d d role in t^e rapid BBaala-- 
tian of health dare aosts^ the federal - gov eryj^ent^ in 1966 
, paSBed a law setting up 'Corrfprehen'&iv& Health: Planning - 
" agenaies thai were supposed ^to guide and regulatd this 
growth. Some ^ teeth were given' to domprehensive \healthj^_ 
^ planning efforts by a 1972 miendment^yto the':'lw. md by 

CertifiQate of Need Ims passed in Bome^:^3t'ateSj _ re- ' 
quiring advanae approval of health facility danstrua- ^3 ' 

tion. A new law passed at the' end of 1974 is] designed _ . 
. to give ^the replaaements for Comprehensive Health Plan- ■' ■ ' 

ning agenoies soms powr ^hot only to aontrol and ahannel 
new a.T-nstniation but to push for,, the alosing or - merger 
of existing faailitieB aonsidered superfluous. 

THE inLL-BURTON ACT r- ' . 

The Hill-Burton A^t (The Hospital Survey aiid. Construction Act of ' 
1046) provided substantial funds for hospital construct ipin to remedy the 
shortage and maldistribution. of hospitai faciiities created by. the lack/ 
of ^construction during the Depression and World War IT /..A 1954 amendment 
authorised grants not only for huspital construction but also for the 



- Most, of this infdrmation on the HiU-Burton vProgrnh is from: U.S. House of 
Representatives, Committee on Tnterstate and Foreign Commerce, Report by 
the Committee Together with Additional Vievvs, National. Health Policy, 
Planning and Re sources Development" Act of 1974 [House Report No. 93-1382) j 
Sept^ber 1974. ^ ■ , \ p 



construction of . diagnostic and treatment centers, chrohic disease hospitals, 
rehabilitation facilities , and nursing homes. By 1964, when the shortage . ; 
of hospital beds had been greatly alleviated, the Kill-Burton Act was' amended 
to provide funds not only for construction but also for modernization and 
replacement, with more priority being given to urban areas. 

The Jill 1 -Burton Program-was established as a federal-state , partner- 
ship, in which state agencies .wer an initial grant to survey hbs- 

- pital needs and then given funds tb'^carry out a construction program di- 
rected toward meeting those needs. ; ' . . 

The Central Office of the Hill-Burton Program at HEW established, 
standards and guidelines for surveying and determining needs, while the 
Reglonnl Offices, administere^^^^^ the surveys at the state ' 

level. :The State agencies ,^ most o£ which were located within Depart- 
ments of Health, were responsible for inventorying health care facilities, 
determining nee^, and preparing the actual plans for meating the needs on . 
a statewide baslSv "I * 

. During the .history of the Hili-Burton Program from 1947 to July 1,. ^ 
1974, over $4: i billion in grant funis was appropriated for constyurdtion 
or modernization and over $1 bil lion 4n loan , principal (either director 
guaranteedj was committed. During this period a total of 11,493 grant 
projects" were approved, accounting for nearly 496,000 beds^ in hospitals 
and long-^term care facill^es, as well as. 3,450 outpatient and other - 
hdalth-CLire/ faci 1 it ies. ^^evthan 3,969' communities had been aided in^^^^ 
the construct ion or moderhizatip^ of 6,549 public and non-profit facilities* 
The Hill-Burton grants just provrded seed money for- most of these projects* 

^Of the $14*5 billion which these projects cc^lt, the Hill'-Burton share was 
$4.1 biliion' (:2S% of the tital]./ The other. $.10.4 billion came from state . 
and local, sources. ■ ... 



According to the ilme:rican Hpspital Asspciaflon^s Ho sp i t a 1 ^Sta tl s tic 51975, 
the nation in 1974^ had. 856,400 beds in non-federal ^ short-term hospitals 
Cexclusive of for-profit hospitals, which are not eligible for Hill-Burton 
funds)* The Hill-Burton Program over the.years played a role in the 
construction of nearly 40% (365^2500 of these beds* = h 

2 - " ■ - ^ ' . . . 

"UCS. Department of Health, Education,, and'' Welfare , Health Resources^ Adminis- 
tration,^ "Fact Sheet: The Hil l-Burtdn' Program., September ^1974V ; "\ 

■ . . ' ■ 122:. . . ' ■ ••• 



After the enactinent of the 1970 amendments, the Hill-Burton Program 
shifted its emphasis from grants to loans and loan guarantees. Loan 
^guarantees with interest subsidies were provided to private non-profit; 
agencies, and direct loans were provided to public agencies to aid in 
modernizing or constructing health care facilities. Between January 1972, 
when these programs began/ and July 1, 1974, loans or loan guarantees had 
been committed for a total of 2SS projects. Of the $2,154.6 million' 
estimated to be the total cost of these projects, - the loan and loan 
guarantee programs provided about 44% or $1,039.1 million, of which only 
$97*7 million was in direct loans. = , 

In recent years there has been not only a switch from grants to loans 

but also a shift in the type of projects assisted under Hill-Burton. At 

the outset of the program in 1947, 78% of HilV-Burton funds were expended 

for the construction of new health care facilitieSi^ particularly hospitals. 

By fiscal 1974 less than 3% of Hill-Burtpn funds were going for this pur-^ 

pose. Of the 255 projects assisted with loan^ or loan guarantees since 

January 1972, 244 involved, not the construction of new hospitals, but 

changes in existing faciliti^es, either modernization or the addition of . 

services such as outpatient clinics and long-term care beds. Only eleven 

completely new hospitals were aided. Of the 245 facilities awarded Hill- 
* " " " . ■ ■ _ V 2 

Burton grants in fiscal 1974, F4% were categorized as "ambulatory care." ^ ^ 

The de-emphasis of new hospital construction is in part a result of the ap- 
parent oversupply of hospital beds at present, but it also reflects the 
fact that third party [Medicare, health .insurance, etc.) reimbursement for 
capital depreciation enables hospitals to obtain loans for construction in 
private markets and thus reduces ;the need for government grants. Outpatient 
facilities, on- the other hand, have greater difficulty finaitqing. capital, ex- 
penditures since third party coverage is, less extensiye for ambulatory care 
than for inpatient ? hospital care. ^ _ 



,U*S. Department of Health, Education, and Welfare, Health Resources Adminis 
jr^tion, "Fact Sheet: The Hill-Burton Program,'" September 1974.; 
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Hill-Burton state plan data indicate that as of January 1975 there were 
40,000 surplus hospital beds in the United States. lUll-Burton may have 
played a' role in creating this surplus, but it has also helped alleviate the 
maldistribution of hospital bods that existed in this country at the end of 
World War II. In 1946 the eight states with the highest income had 4.0 beds 
per 1^000 population while the eight states with the lowest income had only 
2.5 beds per 1^,000 population. By 1971 the same eight states with the highest 
income had 4.08 beds and the eight states with the lowest income had 4*54 
beds per 1^000 population.^ Jlowever, Hi 11 -Bur ton has not done as well at al- 
leviating the maldistribution of hospital beds and health care facilities within 
the individual states. Up td 1973, for example, not a single Ghieago inner - 
city community hospital was helped by the prograin while two dozen outlying 
and suburban hospitals were able to build new- or to expand withyf^deral sub- 
sidies. The 1964 amendment to the Hill -Burton Act, among other things, 
established a- special category for modernization funds aimed primarily at 
correcting deficiencies in urban liospitals; tlic 19Z0 amendment gave special 
consideration to building outpatient facilities in poverty areas, whether at 
a hospital or free-standing. Construction monies have not gone to many 
poverty areas, primarily because fcw^^^proposals have been submitted.'^ This 
was largely due to the inabiH^^y'^f the community t^' raise matching funds* 
In general , however our neoQ noWj e\ en in poverty Areas, is not for more 
hospital beds but for modeirnization and renovation. Over a third of the 
country's general h.ospitals and long-term care facilities need remodeling 
or replacement, ' There is also n continuing and growing need for outpatient 
facilities. . ; 

Althoug h Hi 11 -Burton was primarily associated wi^h capital financing, 
i^also endeavored t^o promote and elevate standards of facilities design, 
construction, and operation through consultation services by architects, 
engineers, equipment . specjalists, and hospital administrators; This 



"The Health F'aclllties Assistance Act'0£ 1974," Congressiona^l Record 120: 
S9536\ June 4, 1974. . ' ^ . • 



de Vise, op . c i t . , p. 149., 

^"Health Facilities Assistance Act...," Qp > cit . 
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consultation was provided at both community and institutional levels = The 
design expertise provided by Hill -Burton consultants covered all types of 
health facilities, clinics, and outpatient departmonts as well as hospital 
beds. Hill-Burton also improved health facility operations through the ^ 
requirement that states adopt standards of maintenance and operation, and 
enforcement thereof, for facilities constructed under the program. Facilities 
aided by Hill-Burton have, in addition, been required to provide "community 
service,*' which has meant a "reasonable volume of care to persons unable to 
pay" and no discrimination against Medicare and Medicaid patients. 

Hill-Burton promoted the concept of comprehensive health planning to 
improve the coordination of health facilities and insure, against unnecessary 
duplication of services and f acil ities . The 1964 amendments to the Hill- 
Burton Act established areawide hoalth facilities planning councils or "318 
agencies." These agencies were oupplanted by Comprehensive Health Planning 
Agencies, created in 1966 and described below. ' ' 

The Hi 11 -Burton Program has now been absorbed in the National Health 
Planning and Resources Development Program described later in this chaj^ter. 
During- its 29°year history, the Hi 11 -Burton Pro£ram was highly successful in' 
increasing both the supply of hospital beds and the quality of hospital 
facilities, but^ it aided operation of the biasin the system toward 
expensive health c^re facilities. Like government-financed health research, 
the Hi 11 -Burton Program provided large sums of money to further goals 
generally endorsed enthusiastically by leading health care providers . In 
both cases the government was not trying to push the health care system 
in a direction that conflicted with the interests and inclinations of health 
care providers. . 



CffliPREHENSIVE HEALTH PLANING (CHp) AGENCIES^ 



To coordinate and cQntrol the rapid growth in health facilitiQS stimu - 
lated by Hill-Burton, the Comprehensive Health Planning and Public Health 
Services Amendments of 1966 authorized funds for state and areawide Conipre- 
hensive Health Planning Agencies . This ■ legislation, an outgrowth of the 
1964 amendinent to the Hill-Burton Program establishing areawide facilities 
planniiig councils (318 agencies), mandated that Comprehensive Health Planning 
(CHP) agencies plan not just for health fncilities but for all segments 
of the, health system as well as for 'any aspect of the physical, workj or 
personal environment which affected health. 

The legislation had jthree major elements; Section 314a authorized 
State CHP agencies, which became known as (a) agencies; Section 314b auth- 
orized areawide (local) CHP agencies, which became known as (b) agencies h 
and Section 314c authorized grants to public or non-profit private insti- 
tutions or other organizations to assist them in the costs of trainings 
studies, and demonstrations intended to improve comprehensive health plan- 
ning. The 314c prograjii was reduced in 1970 and eliminated in 1973 because -j 

too few of the graduates of its courses worked in CHP agencies, and the ' 

/ ^ ■ I 

short-term training programs for planners were considered unsuacessful . ■ / 
. . ■{ ^ -. \ 

The first few years of the CHP program were^ spent putting the struc- ■ 

ture in plaice and setting up guidelines^ 'policy, and implementation plans. / 

Each state goveimor designated the body %o serve as the state's CHP agency. / 

Located in various offices within the state governments, these agencies \ 

received relatively small federal grants. For example, in 1971 and 1972, / 

when $7.7 million was appropriated each year, 26 of the agencies received / 



^ Much of the information on Comprehensive Health Planning is from: U.S. Hbuse 
.of Representritives, Committee on Interstate and Foreign Conmierce, op. cit , ; 
and Comptroller General of the United States, Report to Congress -^^om -f 
prehohsive- Health Planning as Carried Out by State and'~Arlawide Agencies/in ' 
= Throe States , April IS, 1974. ^ ~ • ^ ^ " i 
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the minimum grant available under the formula, less than $100,000* Since 
in many cases the federal grant was 90% of the state's financial resources, 
as many as half of the state CHP agencies operated with a total budget of 
only about $100,000 a year. This meant that the agencies had very smaU 
staffs (loss than five people), and these staffs were generally underpaid* 

At the local or areawide level, the early years of the program were 
spent converting the Hill-Burton planning councils into arciaWide CHP agen« 
cies or developing new agencies where necessary. It usually took two years 
before an agency was fully operational or met all the requirements estab- ,j 
lished by HEW. ' v 

By 1974 there were 218 areawide CHP agencies,, covering about 79% of 
the U.S. population, (Nine of the smallest states and territories do not 
have areawide agencies.) Of these^ 159 had moved out of the '^organisational 
stage'- and had begun planning activities* Since the legislation provided 
that these agencies could be either publia or private non-profitj there 
was a wide diversity among them: 161 were non-profit private organizations^ 
16' were economic development districts, 18 were regional planning commis- 
sions^ 8 were councils of government, and 12 were state-assisted local govern- 
ments. ' . " ' . ' " 

Eleven of these local agencies crossed state lines. The geographic 
area and the size of the population served varied greatly among the agen- 
cies. The areas ranged in size from a single county (Clark County, Nevada) 
to 32 counties in southern Georgia. Eleven agencies served fewer than 100,000 
people, whereas the agencies in New York and Los Angeles each served popu- 
lations exceeding seven million people* . ^ . 

Like the. state agencies, the areawide CHP agencies generally had small, 
underpaid staffs. Some of the funding for local agencies was supplied. by 
health care providers (hospitals. Blue Cross, etc.), who thereby were able 
to exercise some control over CHP activities. The law specified that a , 
majority of CHP advisory council members had to be consumers, but many ad- 
visory councils did not ^have the required consumer majority, or, if they 
did, consumers did: not constitute the majority actually in attendance at ^ ^ 
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council meetings. Even when consumers attended meetings ^ providers were 
usually able to dominate anyway by virtue of their knowledge, authority, 
and 'prestige; lifherc consumers dbminated, they sometimes failed to guide the 
agencies effectively because they lacked knowledge about health care or be- 
cause they . squabbled ajiiong themselves, ■ 

CHP agencies also floundered because of lack of guidance from Washing- . 
ton. Initially HEW deliberately avoided providing such guidance because it 
considered that health planning was a state and local function /and plans - 
should be based on community needs rather than national priorities. By 1973 ^ 
however, FIEW had devised performance standards for CHP agencies and had be- 
gun to assess agency performance against these standards. Beginning in 1973 
HEW also began to invest sizeable sums in a technical assistance .prograjn to 
help CHP agencies with their work. Much of this technical assistance j how- 
everj was" provided by outside consultants^ and the HEW staff in Washington 
was too small to ensure that th^ technical assistance matched the actual 
naeda^ of the agencies. 

Hany agencies were diverted from their planning tasks by the need to 
review proposals for capital expenditures for health facilities. The Social^ 
Security Amendments of 1972 added a Section 1122 ^ which provided that health 
caic ira: ilitios would not be reimbursed by Medicarej Medicaid, or the mater- 
naJ nm' child health prograins for depreciation^ interest, or return on equity 
capital for capital expenditures determined to be inconsistent with criteria 
or plans developed by state and areawide CHP agencies* ;Althbugh the final 
ruling on a propdsdd capital~^expenditure^might be-made by— soma^ 
nated body other than the CHP agencies, these agencies reviewed at great 
length all health facility capital expenditure projects either under Section 
1122 or under the state Certificate of Need laws Cdescrlbed below)* Project 



A study of eight Model City health programs in Michigan found that providers 
detei^fff^ed the decisions no matter what the provider/consumer mix on the - 
decision-making body. Chester Douglass, "Effect of Provider Attitudes in 
Community Health Decision-makings" Medical Caye , March-April 1973, ^pp. 135-144. 



review so absorbed the time and interest of CHP agencies that they failed 
to develop comprehensive health plans against which to judge the projects,. 
The U.S, Comptroller General '5 report to Congress in April 1974 indicated 
■ that few CHP agencits had relatively mature working committees contributing 
to the planning effort, and almost.no agencies had made significant progress 
toward implementing planning processes or develojping comprehensive^ health 
plans . The report concluded that, although CHP agencies had had some success 
in curbing unwarranted health faciiity construction, many agencies were 
underfunded, understaffed, directionless, and lacking in federal assistance 
and monitoring. . . \ 

- — 1 " _ • ' ^ . I ■ ' - 

REGUUTION OF CAPITAL EXPENDITURES AND CHANGES IN-SERVICE 

In res ponse to the rapid escalation in health care costs, attribute^d at 
least in part to the health facility building boom in the 196Q^s, laws and 
regulations have been enacted ^o curb excessive health facility construction 
^. by requiring prior approval for capital expenditures . As indicated above. 
Section 1122 of the 1972 Social Security amendments authorized the govern- 
ment to refuse to include building or depreciation charges in the Medicare - 
Medi'caid payments t o a ny health facility that ignored a state-designated 
planning agency U ruling in regard to its capital expenditure plans ; Rather 
than accepting the federal control implied in participating in the Section 
1122 pro|ram* nine states are instead relying on their own. Certificate of 
Need laws, which require a ''determination of need" for capital expenditures and 
whose procedures the federal government will accept if they meet Section 1122 
standards. Fifteen states with Certificate of Need laws also participate 
in |he Section 1122 program in order to get federal funding and also to 
compensatie for gaps in the state's Certificate of Need statute* Twenty-two 
states rely on the Section 1122 program only, but in a number of these states 



Much of the information in this section is from: 11. S. Department of Health, 
Education, and Welfare, Health Resources Administration, An Analysis of State 
and Regional Health Regulations:' Health Resources Studies , DHEW Publication 
Ho." (HRA) 75-611, based on a study by Lewin and Associates, Inc. , September 
16, 1974/ ' 



Certificate of Need laws have been '^proposed. Five states have neither enacted 
Certificate of Need statutes nor, contracted for Section 1122 ^revicws:^ Ohio 
and IHinois both arc proposing to enact Certificate of Need laws^ and mean-^ ^ 
while their health facilities construction is subject to . controls by Blue ^ 
Cross plans; West Virginia and Texas provide only for voluntary reviews by 
CHP agencies; and Vermont exercises no control over capital expenditures. 

The 24 existing Certificate of Need laws vary widely in their coverage. 
Some require advance approval of capital expenditures for all types of 
health facilities, some cover only hospitals and/or only nursing facilities. 
Some require prior approval not only for changes in facilities but also for 
changes in sein/lces and/or equipment. In most stateSj the threshold for re- 
view of a project is a capital expenditure of $100, 000^ A change in the num- 
ber of beds or a substantial change in service may also necessitate a pro- 
ject review* \' ^ . 

The agency that must approve proposed capital expenditures is usually, ^ 
either the state's Departmeht of Health or Human Resources or a state Health 
Council or Health Conmiission. In three states,. the final decision on pro^ 
posed projects rests with the^ state CHP agency and in two states with local CHP 
agencies, Hovtever, before the final decision is made on granting approval 
to a project, reviews of the pi^oject are generally made at two or more levels. 
For' example, a project may be reviewed by the local CMP agency and then by 
the state CMP ngency before a final decision is made by the state*s Depart- 
ment of Health. 

Various sanctions are used, to ensure that cnpital expenditures get the 
required approval before the health facility actually embarks on its pro- 
posed plan., Bxcept for Cnlifornia and Florida, the '2'1 states with. Cei'ti- 
ficate of Need laws . withhold a license to operate from a disapproved facility. 
Since most' health facilities must be licensed by the state, this sanction 
serves as a direct control over capital expenditures. Programs undertaken 



The total number of states in the various categories adds up to 51 since 
the District of Columbia is counted as a state. These figures indicate 
the situation as of .September 1974. ' - 
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under.^Stction 1122 enforce their decisions on proposed projects by; withholding 
Medicare-Medicaid reimbursement for all costs associated with the disapproyed 
capital expenditure' (interest costs , depreciation , etc.). In 42 states. Blue 
Cross also will not reimburse health care providers for costs associated with 
capital expenditures not 'approved by Blue Cross, which either has its owft 
project review procedures or accepts the findings of the state-designed plan- 
ning agency. Blue Cross ,can also deny participatory status to non-conforming 
institutions , which then would be reimbursed only for emergency care or would 
be reimbursed only at a lower level. The indirect controls of Section 1122 
and the Blue Cross reviews do not prohibit construction, but they do reduce 
the ability to recoup costs and therefore may affect efforts to enlist nec- 
essary financing. Another indirect control, used in 42 states, is the with-, 
holding of funds from state capital financing programs for projects which 
have not obtained the required prior approval. Thirteen states in addition 
reiy on voluntary cQmpllance with the planning efforts of CHP agencies. The 
most successful CHP' agencies are those which, imply sanctions by virtue of 
their relationships with the local government, financial institutions/ or 
third party reimbursers . ■ , . 

There is no question that Certificate of Need laws and Section 1122 
P^X LO^rams have put some brakes on health facility const ructj^n . " The brakes 
have been applied both directly and indirectly: 

• Some capital expenditure projects have been rejected or reduced in 
scope. , ' 

9 Some health facilities, fearing rejection, have abandoned plans 
for expansion without ever submitting the plan to the Certificate 
of Needs process. ; -* 

• Hospital trustees and administrators have^ been given a weapon 
for resisting doctors* requests for expensive facilities. \. 

• To meet the requirements of the project review process, hos- 
pitals have been compelled to do some real long-range planning 
and to look at their projects in a broader context, not just as 
part of an architect's plan. - ' 



• Project review procedures have pressured hospitals into getting 
more community input in their planning, although the voice of, 
the community has probably not had too great an impact on major 
hospital decisions. 

9 Some pressure has been exerted on. hospitals to coordinate their 
plans with those of other institutions and to consider sharing . 
facilities with others* J 

9 k weapon has been created to curb "^cream-skiimnlng'^ by for- 

/ ^ " - - 

profit hospitals^ that is, offering only profitable services 

^ and thereby reducing the ability di non-profits to subsidize 

■ - I ■ ■' 1 -- ■ 

unprofitable services with profitable ones. 

There are^ however, many criticisms of the project review process, both 
about current procedures and about the basic concept : 

• Projects have generally not hJen reviewed within the context 
of a comprehensive health plan. 

• Clear cut standards for det^tmlning need have not been developed, 
nor have criteria for measuring the financial feasibility of 

^ ■ projects. As a consequence, project review decisions often 
appear to be arbitrary. ^ 

• Project review has increased construction costs by delaying pro- 
jects while costs were rising* 

• Giving the comihunity a voice in project review tends to dilute 
efforts to curb capital expenditures, for the community general ly 
is reluctant to vote against more- or- better health services, no 

- - matter how high the cQst > "Consumer involvem^ent primarily is a 

device for making/consumers share the responsibility for runaway 
. 2 

inflation.*' , = 



^Clark fiavighurst, "Regulation of Health Facilities and ^Services by Cer- 
tificate of Need," Virginia Law Review, October 1973, p. 1164. 



^Clark Havighurst, "Regulation in the Health Care.System," Hospitals , 
Juno 16, 1974, p. 68, , \- \ 
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Project review focuses on capital expenditures when a hi^h 
percentage of health care costs are labor gusts . The argument 
has beta made that^ '*if opportunities exist for raising prices ^ 
hospitals may find ways of allowing non-capital exponses, such^ 
as personnel costs, to rise even if capital costs and utiliza- 
tion are somehow controlled.'*^ ■ 

Project review can be used more readily to prevent new con- 
struction than to eliminate underutilized or obsolete exis- 
ting facilities . In some states, such as Massachusetts, an 
attempt has been made to utilize Certificate of Need laws to 
pressure hospitals into making changes in facilitios or ser- 
vices not affected by the capital expenditure plans. For 
example, a hospital applying to install a new X-ray unit may 
encounter difficulty in getting approval for this unless it 
eliminates its underutilized obstetricalr^unit or merges with 
an adjoining hospital, attempts to utilize Certificate of - 
Need laws in this fashion have met vigorous protests, both on the 
grounds that they are unfair and on the grounds that the 
Certificate of Need laws do not give project review bodies such 
authority. Massachusetts, for one, is retreating from its 
attempt to utilize its Determination of Need process in this 
fashion. However, the Philadelphia and Western Pennsylvania 
Blue Cross require periodic review of hospitals, after which 
beds or facilities judged to be ufineeded medically or unsafe 

physically must be phased out or Blue Cross will deny pay- 

\ 2 
ments. 

Project rev iew tends t o favor the larger, established in- 
stitutions and to perpetuate the existing pattern of health 



"Clark Mavighurst, "Regulation in the Health Care System," Hospita ls, June 16, 
1974, p. 68. , ^ ~ 

Victor Cohn, "Public Control Seen Needed for Hospitals, ".. Washington' Post 
and Times Herald, August 31, 1973. '\ ~ . ■ , 
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^care . " Regulators, who traditionally have a protective atti* 
tude toward the regulated firms' investments and revenues, 
are unlikely to approve a new facility that might compete with 
and thus seriously cut into the revenues of an established 
institution. Project review thus may he used as a weapon to 
hamper the development of useful ^innovations such as Health 
Maintenance Organizations (described in Chapter III) , abor- . 
tlon clinics, and the like. One reasori Certificate of Need \ 
laws have been passed In such rapid succession is that "con- 
trol of facilities expansion is currently in accordance with 
the goals of both the health planners and the dominant, ^ 
established health care institutions in most states and 

communities."'^ Here again the government is moving=.in 

step with the health establishment and not striving foi"' any 
basic changes in our health care system. 

NATia^'^L I^F^Lfri PLANNING AND , 
RES0(JRC: 3 DEVELOPMENT ACT OF 1974 

In :. 974 Congross passed a new law designed to put some teeth in compre^ 
hen s i v e health plannlng^^ efforts and to combine in one program cQmprehensive 
i.'^.alt'' planning / the Hill-Burton Program^ and the Regional Medical Program 
(to be discussed later in this chapter). | . 

' ^ ^ - ' ■ . ■ i 

This law calls for the creation at the local^ level bf Health Systems 
Agencies (Hi .^^^ , The geographic area to be served by each ^HSA is to b6 
determined b> Secretary of^ HEW on the basis of recomiiiendations by the 
state governors, and the areas may differ from the. areas served by the old 
areawide CHP ag*=mcies. An nreawide CUP ngency may apply to be accepted as 
an HSA, but it will not necef snri Iv ne the one seiected' by HEIV, ■ 



"William Curran , Richard Steele* and Eilon Ober, "Government Intervention 
on Jncroaso," Ho^pitn 1^ . May 16, 1075, p. S9. 

^ . % - ._ . 

vlghurst, "Reguiation of Henlth Faci lit les, . . , " g jj. c it . , pp. 1143-1232, 

''C'.i''T*an , op. ci t. , p, 61, 
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HSA*s will differ from the old areawide CHP*s in several respects. 
There will be no more agennies serving only a siiiall population; An HSA 
will generally serve a population of 500,000 to 3,000,000 unless the Sec- 
retary of HEW approves otherwise. An HSA can be a public or private non- 
profit corporation but consunier representatives must constitute 51-60^^ of 
its Board of Directors, and "consumer" is much more rigidly defined than 
it Was under the old comprehensive health planning law. Consumers on the 
Board must reflect the ethnic, racial, and socio-economic composition of 
the population. The membership shall also include public elected officials 
and government authorities. And riot less than one-third of the membership 
shall be direct providers of health care. 

HSA's will be much more generously financed than the old CHP agencies.. 
No longer allowed to accept funds from health care providers, HSA* s will 
have enough federal funds to hire a staff of reasonable size: The ^^ormula 
prescribes. a federal grant of 50^ per person in the population the HSA 
serves, and this should total a minimum of |2S0,O00. . 

HSA*s functions include the following: 

1, The development of a Health Systems Plan for the area, which is 
: acceptable to the state and federal governments and which en- 
compasses not only the traditional health services and facilities 

-but also health manpower needs and environmental and occupational 
exposure factors affecting health. 

2, The dbvelopment of an Annual Implementation Plan,, detailing ' j 
how the Health Systems Plan is to b^. pursued and reporting progress 

in implementing the previous year's plan. In short, plans should 
be more than documents collecting dust on the shelf, 

3, Roviewing all proposals for capital expenditures, of $100,000 or 
more or for the addition ^f beds or for a substantial change in 

°s service, HSA's are to^review not only the proposals of private, 
states and local faqi'lities but also proposals for the expendi- 
ture of federal funds, including .expenditures for community 
mental health centers and for alcohol treatment and drug abuse 



/ 



canters. (There were coTnplaints under the old Comprehensive 
Health Planning Act that planning agencies could not control 
federal outlays in their area.) These project reviews are tb 
determine whether the proposed project fits in with the area's 
Health Systems Plan. 

\ 4, Providing technical assistance md/or planning grants to in- 
\ dividuals and public and private entities for the development 

of projects and programs deemed necessary to achieve the ob- 
jectives of the Hes^lth Systems Plan. In sum, HSA'jS are not re- 

. . stricted to approving or disapproving proposals of others j they 

can promote the development of proposals that may further HSA 
plans* 

5^. ^ Periodically reviewing existing institutional health services and 
making recommendations about, their appropriat0y-,^-<€*^ to the,..^tate , 
planning agency. Thus, HSA's are not limited ^.u rw5<?wing pro- 
posals for new facilities and services but can make 
changes in the existing health care system. 

A t the state level, the new law creates State Health Plmining and 
Development Agencies and State Health Coordlnatihg Councils fSHCC's] . Each 
HSA in the state is to. have at least two representatives on the SHCC. The 
functions of these state bodies are as follows: 

1. With the assistance of the State Agency, the SHCC is to review 
. and coordinate the plans of the HSA* s and to prepare a State 

Health Plan. The law does not specify how conflicts between 
the plans of the various HSA 's are to be resolved or how the 
plans of the HSA's are to be^ integrated into a coherent state 
plan r Regulations are' being prepared to clarify such problems, 

2. On the basis of recommendations by the HSA's, /the State Agency 



makes the. final decisions on proposed new projects under Section 
1122 and the state Certificate of Need law, / The state must j 
have or develop a Certificate of Need prograirt that provides 
that only those services, facilities and organizations tha^ 



are iieeded shall be 'approved. Although the State Agency makes 
final decisions on proposed niw projects, iF is ex^pec^ 
*follow the recommendations of the HSA's unless it prasents a 
. - written brief to ^^the ^Regional HEW Office for its contrary ruling, 

^'3. ' With the approval of the SHCC, the State Agency prepares and " 
■ ' , annually reviews a. State Nfedical Facilities Plan that outlines 
. ; 'how federal funds ^or health facility construction and modemi^ 
= zation are to. be spent. This provision brings the old Hill^Burton 

Prograjn under the aegis of the State Health Planning arid Develops 
. ment Agencies. Specific projects under the State Medical ■ 

Facilities Plan must 'be reviewed by the appropriate HSA^ahd then 
.approved by the State Agencies. " The total funds allocated for 
facility construction and modernization are considerably less 
than they have been under Hill^Burton. The new law specifies 
thpt "at deast 25% of these funds are to go for ambulatory care 
"""""-'facilities. « ' s 

^4, The State Agency is tc review periodically existing institutional 
health services and, after consideration of^ HSA recomhiendations, 
'to publish its findings on the appropriateness of these services. 
No provision is^made for the State Agericy to take action on the 
basis of its findings, but it wpuld be possible, of 'course, ftfr 
state rate-setting commissions' and state licensing bodies, to 
use these findings in making their, decisions. ^ In short, the 
effectiveness of the prescribed reviews of exdsting facilities 
— lies witJv^^ta^^~d~fli in the planning process. . 

The law also establishes a National Council for Health Policy which is 
assigned the task of developing a national- health pdlicy, specifying goals 
and alternatives for achieving these/ goals i State and HSA plans are sup-^ 
posed to be in ^ conformity with this national; health policy^ but it is not 
clear how national poll'cy" will . in actuality be translated into the detaiJed 
plans prepared by HSA's or how effectively national policy will guide HSA\s, 



= . The new legislation seeks to ramedy many^of the weaknesses in the pld 

.comprehensive health planning efforts^ but it-is not clear that sufficient | ' 

cognlzartte Has been^aken of thg^ difficulty .of developing ^lans that en- I 

compass a complex system and of^inding^ measures to ensure that politically j 

potent health care provi ders actually conform to the plan . ' j 

: ^ ^ " """ " : ■ ~ ' \ "" 'n. ' ■ . ' : I 

One feature of the law that may in the long run have considerable j 
impact is the requirement that uniform.cost accounting systems be developed, j 
for,^ if ever cdmpleted and built upon, thin could provide a tool for effective' 
rate regulation either by the states or under national healtft insurance. 
h uniform system is to be developed'for calculating the rates health in« 
stitutions charge third party payers ^ (health Insurers, etc.] , and this is 
to be "based on an all- inclusive rate for various categories of patients"] rates 
are to reflect the "true cost of providing services to each such category 
of patients*'; and "revenues derived from patients in one category shall not j 
be used to support the provision of services .to patients. i,n any other category^;" 
Difierences in rates |o various^ classes of health care^ purchasers hiust be '1 
"based on justified and documented differences in the costs of operation of \ 
health service institutions/" At present hospitals may charge different . : [ 
rates rto Blue Cross, coitimerciai health Insurers^ and patients who pfly their 
own bills, and there have been protests a^out the preferential rate Blue " 
Cross has often been able to obtain. (S^^ Chapter. III^l , . 

The cost accounting system-is supppsed' to take into consideration the - - 
different types of institutions and the different sizes of these ihstitu- 
^tions,. but teaching hospitals are worried that sufficient allowance wlil 
nqt be made for the higher costs they incur because of their= sophisticated 
facilities, speciWized staffs^ teaching programs and so forth. Teaching 
hospitals are already suffering from the limits imposed on Medicare reim- 
bursement of their costs an 1974. section on "Medicare,* below.) 



^P.L. 93-641. Section 1535. 
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ffTATE REGULATia^ OF HOSPITAL OPEf^IONS / ; 

Health facilities are generally licensed by some state body, usiaally 
located in the state-s Department of Health. The power to license, enables 
the states to set stahda'rds for health^ facilities, specifying the equip- 
ment; the staff, the safety precautions, and so forth that the facility 
must have to qualify for a license. =' . 

States are increas ingly attempting to use .their licensing power to . 
effect^changes in the^health care system . For exampl^e, some sta_tes are 
trying to foster regionalization of hospitals : 'A few selected hdspitals 
will be given a license for a special^ unit , such as a neonatal intensive 
care unit, and all other hospitals in the region are under pressure to 
make arrangements to transfer to these units their high rislc newborns. 
Some states are concerned that coronary care units, cancer units, and the- 
like are being installed in too many hospitals. " The units in the smaller 
hospitals tend to be underutilized, and in an underutilized facility the 
cost per patient is unnecessarily high because of the high fixed costs 
incurred whethei" the unit is full or empt^y. Patient care in underutilized 
units also tends to be of lower quality, for the staff doesn't treat enough 
patients to acquire, the experience needed for the provision of first class 
carer A Presidential Commission in the early 1960*s found that, in the 
800 hospitals equipped to do closed heart surgery, the institutions that 
had a low heart surgery workload had a far higher mortality rate." For 
these reasons, some states are considering using their licensing power to 
force the closure of small, underutilized* speciAl units and thereby to 
steer patients to a select number of hospital's whose unit0 have the spe- 
cialized equipment and staff and the higher utilization rates more likely 
to ensure better (and cheaper) care. 



McKinsey and Company, Health Care: - The Growing Dilemma (New York: 1974), 

p. 28, " = " ^~ ■ 



The &>^rnment's Role in the pRO^reioN 
. AMD Organization of Health Se^ices 



The federal government has traditionmlly provided health. 
serviaeB to the 
Bome veterans/ 



Rrimd ForaeB and their dependentB and to 
State and local governmentB have long 
provided hospitals to Berve the popr^ the retarded , the 
mentally ill, fnd other seleated ^groups . In recant 
yearB the fed^rml government , conaerned about inade- 
quate hearth/services availab^d to cmrtain groups has 
provided grants for maternal /and ahild health services , 
family planing snrviaes , neighborhood health aenter&f 
migrant ffealth centers/ community mental health ser- ^ 
vice^, And, alcohol treatment and drug abuse centers. i 
All these government- supported services are designed i 
to fiytl gaps in the health care system but not to j 
change ifis basic structure. The government has, I 
however, attempted to make sqm alterations in the | 
organization of health care ^through the Regional i' 
Medical Program, and more particularly through the J - 

Health MaintSnance Organization Met of 1973. j 



DIRECT PROVISION OF HEALTH SERVICES BY GOVERNMEm'S ' j 

The federal, government has traditionally provided both. outpatient ellnics 
and hospitals which serve members of the Armed Forces and their families and 
an extensive network of Veterans Administration facilities which provide free 
care t;o certain veterans. Of the total federal' health, exp enditures in 1974, 
about 8% went for Defense Department health faciiities and .another 8% went for 
^^eterans: Administration facilities . (See Exhibit 11-10 The Veterans^ Adminis- 
tration operates 171 hospitals, with a total of almost -100,000 beds, 84 
nursing homes/ 19 'domicllary facilities and a number free standing out-, 
patient clinics.^ These' facilities siphon off some demand that would other- 
wise fall on non^federal health resources and that might be transferred to 
non-federal resources if a comprehensive National Health Insurance Program . 
is instituted. In addition to the extensive feder-ai -programs for the mili-^ 
tary and veterans, the Public Health Service has been providing some health 



^Health Policy P^ogram,^ School of Medicine, University of California, San 
Francisco, The Role of the Veterans Administration Medical System, in the 
American Health Car^'Enterprise, July 31, 1974, p. 3. 
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csre to seamen ajid ;to the Coast Guard since 1798. The government has also 
long provided health care for American Indians through the Indian Health 
Service / but the funds for this are smalj, and the services prpyided ,ha(ve 
been criticized as inadequate. ' ■ - : - - 

In rfceht years the federal government has moved into the provision 
Of a variety of health services. to other groups^ mostly the needy. In these 
programs, the federal government does not provide the services itself but ■ 
gives grants to others to do so/. ' Federal grants, are made for the following 
purposes- , < . V ' . ;^ 

m The Socia l and ^ Rehabilitation Service supports state, and local- 
programs directed against disabilities resulting from mental 
retardatdon, cerebrar palsy, 'epilepsy, . stroke, and'other diseases/ 

m The Maternal and Child Health Program ^ which -began in 1935, support 
health services for pregnant women, infants , and children with 
crippling 'or other handicapping conditions. It provides services. 
= primarily in rural and economically depressed areas. 

9 The FajnijLy Plarihirig and Population Research Act of 1970 authorized 
prpject, formuiba and training grants" and contracts for^ family 
planning prog rams services (Qther than abortioni and research-:" 
grahts -and contlracts in fields related to" family planning and 
population. \ \. ' - 

e The National Sickle Cell Anemia Control Act and the National 
/. Cooley's Anemia Control Act xof 1972 authorize grants arid contracts 
for screening,, treatment knd counselingj research, and edu- ' 
cational programs related to these maladies. 

• The Community Health Service helps finance Neighborhood Health 
Centers and Migrant Health Centers . This program, initiated^ 
under the Mtgrant Health-Act of 1962 and the Economic Opportunity 
Act of 1964, provides medical care to low income people through 
157 health centers, which in 1974 served 1,6 million people,. 



Including 355,000 seasonal farm-workersand their families. This 
' program was initially in the hands of the Office of Economic ^ , 
Opportunity, not the traditionai health bureaucracy in, HEWi\ 
Which at that tline tended to share the medical prpfession's' 
... lack of interest in connnunity he&lth, . , " 

# Community Mental Health Centers have been receiving federal 
grants for construction and initi^al^ staffing' since 1963* By 
1974 these centers numberW 626 ariid were serving approximately 
1.4 million people,^ Extra funds were available for projects 

- located in low .income areas* No new centers have been funded 
since 1973, ' \ ' ^■ 

# Facilities for the Mentally Retarded ' also receive federal grants 
for construction and initial staffing, for training teachers, 
and for research. ^ , ' 

# The Alcoholic and Narcotic Addict' Rehabilitation Amendments of 
1968 authorized grants for conWruction and initial staffing of 

' facilities for the treatment and rehabilitation of alcoholics 
and narcotic addicts and grants for special training programs 
aiid evaluation studq.es relating to narcotic addiction services; 

/ m The Emergency Medical Services Systems Act of 1973 established a 
program of grants and contracts for the develppment and improve- . 
^--^ merit of irea emergency mfdical services systems and ^ for related 
research and training. 

These various grant programs for the expansion of health services are 
administered by two offices in the Department of Health, Education, and 
Welfare (HEW): the Health Services Administration (HSA) and thj^ Alcohol, ' 
Drug Abuse, and Mental Health Administration ' CADANHA) , Although the v. 



^National Planning Association, op. citT , p. 37* 
^Ibid. . ^ 



Office of Econdmic Opportunity administered some of these activities 
before 1974s everything has now been transferrey to HEW. Federal outlays i'n 
J974 for care under all these HSA and ADAMiiA grant programs (including the' 
National. Health Service Corps) were estimated tp be $908.7 million, less than 
3% of the total federal health expenditures. However, federal expenditures 
have risen rapidly for these programs, particularly those of the ADAMHA, whose 
1974 budget was= .five times that of 1969 even in constant 1969 dollars: 

State and iocal governments have long operated hospitals to care for 
their citizens . ^ State mental hospitals^ for example,' have 881. of the beds 
for long-term' psychiatric care. Mental hospitals^ are diminishing in im- 
portance as more emphasis is placed on treating psychiatric patients in out- 
patient clinics and shDrt-term hospitals. In line with this. trendy the number 
of beds in state mental hospitals declined 26% between 1969 and 1973, but the 
state's share of lotig-term psychiatric care beds remained the same during 
those years. ~ = , ^ 

Short-term hospitals are also operated by states but more often by 
local governments. Of all the beds in non-federal, short-term, hospitals , 23% 
were in hospitals operated by state and local governments in 1973. Tradi- 
tionally state and local government ho'spitals have provided care for the 
poor, but, with the advent of Medicare and Medicaidj the poor can now afford 
to go to private hospitals, for the government will pay their biils. As a 
consequence, government hospitals are losing patients to the private hos- 
pitals. In 1950 the average daily census in short-term state and local govern- 
men't hospitals was 27% of the , average daily census at all non--federal short- . 
term hbspitais; by 1973 this figure had dropped ^to 22%* The occupancy ^rate 
in state and local government shQrt-taini hospitals was 70.6% in 1973, while 
private non-profit short-term hospitals had an occupancy rate of 77.8%. In 
1950, in contrast, the two types of hospitals had roughly the same occupancy . 



American Hospital Association, Hospital Statistics, 1974 Edition [ChieagoV HI 
1974), p. 24;. and American Hospital Association, Hospitals: Guide Issue , 
August 1, 1970y p. 479. ' ■ " " " i/^ ~ 
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rates." State and local hospitals continue to handle a disproportionate share 
of outpatient, visits, but here, tooj their share is declining, falling, from ,, ' 
30.7% of all such visits to nonrfodoral, short-tenn hospitals'in 1962> tO/28.5% 

in 1D73. ^ ,s = \ ^ ' . ; / . 

Local governments also operate some^l,700 public health agenciaSj which 
focus mainly on organized preventive activities against such things as tuber- 
cuiosis, ventereal disease, heart disease and cancer control* These agencies 
also provide preventive care for children and treatment for crippled children. 

The health services provided by go vemmen t s at ^11 1 eve 1 s h ave sujp 1 e^ 
mented the health _care available to our citi&ens, but they have not wrought 
any basic change^ in our health care system . Private health care providers ^ 
have continued to provide care to patients in the traditional manner, while 
goyemment programs have focused on those underserved by the priva£e providers, 

REGIONAL rmiCAL PROGfl^ 

, The Regional' Medical Progr,am (RMP) , created in 1965 , Is one federally 
financed health service program 'that attempted to make some small changes in 
the way non-governmental providers deliver health care, 

. The Heart Disease, Cancer and Stroke AmendmShts of 1965, setting up this^ 
program^ prescribed the establishment of regional cooperative arrangements ' 
among, health care institutions, medical schools, and research institutions to 
make "the benefits of teclmplogical advances in the diagnosis and treatment of 
those diseases mora available to providers of health services, thus improving 
the quality of care to patients with those diseases." Like the government's 



"Mierican Hospital Association, Hospital Statistics, 1974 Edition . CChicago, III 
1974), ^p, 21. ~ ; " ' ^ . 

- Ibid, ■ ^ ' , ^ ' 

Milton Roemer, "From Poor Beginnings, the Growth of Primaxy Carei" Hospitals , 
March 1, 1975, p, '40. v 

^Information on the Regional Medical Programs is from two sources* U,S* De^ 
partment ofiHealthi Education, and Welfare, Regional Medical Programs, Fact 
Book , November 1972; and U.S, House of Representatiyes, Committee on Inter- 
state and Foreign Commerce, op. _cit. ^ 
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%heaXth research prograin, RMP was designed to improve the teGhnological sophis- 
tication with which health care was to be delivered^ and the.-diseases em- 
phasized were ones of particular concern to white .middle class males. The pro- 
gram gave grants to leaders Qf^'the health care system --the medical schools ^ 
= the research institutions^ the big teaching hosp^ltals — to educate- other pro- 

- ylders^ about new health care techniques . . The program prompted cooperation 
among various health care providers^ but it did not aim for any fundamental 
restructuring of the health care system . Its primary emphasis ^ was an extension 
■.of ftraditional types of continuing education activities and the diffusion of . 
another layer of technology throughout the health care system via the extension 
p£ such capabilities as coronary care facilities T V . 

= / Legislation passed in. 1970 expanded- the RHP^s categorical disease focus 
to include kidnfey diseases and made^ a number of program changes to give greater 
emphasis "to primary care, regionalization of healthcare resources^ and better, 
use of health manpower^ especially in underserved areas* RMP funds began to be 
used to improve Emergency Medical Services^ 'expenditures or^ improving health' 
care services in underserved rural areas were doubled, and projects aimed 
at special target populations such as Blacks and Indians., rose from $S\4 
million in 1970 to $17 million, in fiscal 1972, = Miereas over 80% of RNIP ac- 
tivities were focused on single categorical disease^ in fiscal 1970,^ this 
\^ percentage had dropped to 55% by fiscal 1972. Most of the . remaining ,45% of 
' "RMP was devoted to supplementing the health care delivered by private pro- 
viders although some projects promoted cooperation among these providers. ^ 

■As RMP moved into these new areas j it became so diffuse that it^ lost 
much ofs^ts impact and much of its support by the health establishments ^ ' 
In 1973 the program began to be phased out, and such of it that remains has 
. now been puK under the National Health Planning arid Resources Development ^ 
Program enacted in late 1974. During its eight year history RMP left few 
■ concrete traces _of its existenxe-gr^the U.S. health jcare system. 



^Sheps and Seipp, ^op. ' cit . , p.. 47. 



145 . 



ERIC 



116 



ERIC 



HEALTH MAiNTENANCE OTO/y^IZATION ACT OF 1973 

This acj seeks to foater .the development of Health Maintenance Organ- 



fixed monthly fee. The development of^n 


extensive networR of Health 


Main- 


tenance Organisations would change the 


l\ health caret system .in tko 


im- 



port ant ways . In the first place, unlike \he existing methods of health ■ 
care delivery^ t^O's.seek to integrate m^y \ypes of health care under a 
single umbrella that encompasses all JLevels ofVhospital care and care pro- 
vided by doctors in a multitude of specialtiesA Integration should promote 
cooperation among health care. providers and should help patients bewildered 
by the, increasingly cQmplex array of providers in the health system* In - 
the second place, MO^s^ by- substituting a fixed monthly fee for the tra- f 
ditional fee-for-service, give health care providers an incentive to keep 
costs down: Ifli'lO-s, operating under a fixed budget i lose money if a. patient 
is given expensive hospitalization unnecessarily, while a fee-for-servf ce 
surgeon can earn a sizeable fee for performing surgery of dubious value, ^ 
tfrlO's and the impact of the 1973 WO Act on these organizations are dis- 
cussed in Chapter III. 
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G0\^RIt€NT FlNANCIf« OF H|Al,TH C^RE 

. J Over half of fmderal hmmlth mxpenditures in 1974 went for 

Mmdiaarm mnd Mediaaid, two programs to finance hemlth care ' 
for th& aged and for the imdically indigent. /See Exhibit " ' 
II-'2.) Themm programs have ^ reduced the financial barriers 
to hmalth care for the elderly and the ne^dy and sub^ 
• = ; Btantiall.y incremsed the income of hmalth care provide . 
_ ' For the rmBt part, the health c&re paid for by - Medicare 

and Medicaid has aontinued td be dmlivBred^by the tradi^ 
• tional prtividBrBi The government' bT role .in finanaing this 
care has enabled it to exercise some aontrol& over pro- 
_ . viderSf but theme controlm have been designed priimrily to . 
curb the rapid escalation in the cost of that care' but 
not to change appreciably the mannBr in which the care 
is delivered, r . . , 

workmen's COMPENSATION . , 

By 1948 all states had workmen *s compensation laws, making employers 
financially liable for injuries to employees while on the job whether or 
not the injury was due to the errployer's negligence* Injured employees 
and their dependents can receive cash^ medical carej and/or rehabilitation 
services to indemnify them far loss of wages, medical and hospital expenses^ 
and loss of occupational capacity and skills/ These benefits are financed - 
by employers, either by insuring with a private insurance con^ray, by self- 
insurance, or, in some states, through a state fimd, Benfefits vary greatly >) 

from state to state and by type of employment/" / 

' ' ' . ' -.^ ■ ' ' f 

MEDICARE ■ ; ■ / ' / 

Medicare, a hialth insurance program for the^aged, was created by Title / 
18 of the Social Security Act of 1965 and went into effect July 1, 1966* 
By 1972i over 95% of those aged 65 and older were covered by Part A of Medi-' 
care, which provides insurance for hospital care, post^hospital extended 



Florence Wilson and Duncan Neuhauser, Health Services in the United States 
(Gambridge, Mass: Ballingir, 1974), p. 877 ^ ' 

2 ■ , ' ^ . '-^ ' , 

U.S, Department of Health, Education, and^, Welfare, Social Security Adminis- 
tration, Medicares Health I,nsurance for the Aged, 1972; Section 2; Persons 
Enrolled in the Health Insurtoce Program , DHEW"~Publlcation No. (SSA) 75-11704, 
(Washington D:C, : 19750/ " ~~~ /" " " . ^ 
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Exhibit II-2 ■ ' 

FEDERAL HEALTH CARE EKPENDITURES,'^ lBb9 AND 1974 
(Billions ef 1969 dollars) 
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care, and home health benefits. Part A is financed, entirely by Social Se- 
curity ^axes levied on our working population and their employers* Medi- 
care's Part B, which is voluntary but which in 1972 was elected by over 
96% of those with Part provides medical insurance that covers not only 
care by physicians but also hospital outpatient services ^ physical therapy, 
diagnostic X--rays, ambulance service, arid so forth. Those who elect Part B , 

must pay a monthly premium, which originally was $3.00 but by 1975 had . \ 

' ' 2 • • _ _ / ■ ■ 

risen to $6*70." These premiums generally cover only about half the cost 

-3 ' ' ' - - ' -^"'^ 

of Part B,^ and the remainder' is financed by the. federal government through 

general tax funds. Medicare is administered by the Social Security Adminis- 

tration, but the fiscal administrator of ^Medicare claims payments in many 

states is Blue Cross/Blue Shield. ^..-r 

Medicare requires beneficiaries to pay both a^deductible and- co=in- 
surance* Those who are hospitalized must pay .the first $92 of their hos- 
pital bill Cthe "deductible'-), andj if they^emain in the hospital for more 
^ than 60 days, they 'must pay a specifies dollar amount of each day's bill 
("co-insurance")* The size. of botii the deductible and the , co-insurance is 
based on the" average hospital" daily charge in this country,' and thus both 
have gone up as hospital "daily charges have escalated. Medicare pays the 
entire cost ^bf home health care up to 100 visits and the entire cost of the 
first 20 days^ of care in a post-hospital /ektended care facility, but the 
beneficiary must .pay a specified dollar amoimt of the cost of each day from 
21-100 days in- an extended care facility* Those with Part B coverage must 
pay in each . calendar year the. first $60 of the cost of covered medical 
services (the -'deductible") 'plus 20% of "reasonable charges*rfor these services 
("co-insurance"). Neither Part A nor PartvB pi'ovldes coverage for long-term 
stays in nursing homes, out-of-hospital 'prescription drugs, or dental services. 

Because of Medicare's ftductibles and co-insurance provisions and because 
of gaps in Medicare coverage, more than half of the Americans over 65 are 



Medicaid pays Part B premiums, for the elderly poor, 

3 

U.S. Department of Health, Education, and Welfare Press Release, January 7j 
1'97S, quoted in Medicare Care Review ^ February 1975, 117* 
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buying private insurance to supplement Medicare? premiums for this insurance ' 
cost the elderly about half a billion dollars in 1974 in addition to the^$1.6' . 

'billion thei^ were paying for Medicare's Part B,^ MediMr'e pays^^ess than half- 
the total Health bill of those over 65 j and Medicare's share Is declining' . 
It dropped from 40% of the health costs of the elderly in 1969 to only 35% in 

. 1P74 . ~ Direct out-of-pocket medical payments of those over 65 rose" froin $166, 92 

per year in 1968. .to $311-40 in 1973^ as health -care costs rose and thus pushed ^ ^ 

up both' the dollar cost of the co-insurance and deductible provisions and the 

cost of health expenses not covered by Medicare* .In 'the last year before Medi=.- 

care, direct medical costs paid by the patient were 10*3% of the income of / 

persons aged 65 and older* After Medicare went into effect, this percentage 

dropped to 6,3% in 1968 and 1969 /^but it has been rising steadily ever since* 

By- 1973 people over '65 were spending 8.1% of their income on direct medical . 

payments.^ However^ the general population was^ also spending 7.8% of its in= 

4 

come on health care in 1973, ; and the .health bills of those over 65 average, 
three and a half times those for the younger population; ^ : 

The elderly ^aj'e receivijvg more health care for their growing out-of- ■ 
pocket health expend iturej^ After Medicare went into effect, the use of health 
services by those 65 and over Jumped 25% 5 while the use of health services by 
youngar people fell, presuifiably because of soaring medical care' costs. 
Government controls have since cut the hospitalization rates and the average ■ 
length of. stay of Medicare beneficiaries, but, as was ^hown in Oxhibit 
I-7<in Chaptei'^I, the elderly uve still receiving far more hospital care 



^Study by Senate Special Committee on Aging, quoted in Medical. Care Review^' 
Feburary 1975^ p. IIB. " ^ " ~ y " 

-Ibid. • . . . . ^ ^ \ y >v\ 

'^Phillip Meyer, '^Medicare: the High' Hopes are Steadily Vanishing,*^ Boston 
Globe ,' April 14^ 1974, p.. B-i: ^ . - ^ ^ ' 

^U.S. Department of Commerce, Office of Business Economics, Survey of Current^ 
Business , July 1974, Table 2.r. ' ; ^ 

5 



U,S. Department of Healtrv, Education, and Welfare, Social Security Adminis- 
tration, Comparison of Cost and Benefit Incidence of Government Medical Care 



- Programs: Fiscal Years 1966 and 1969 , DHEW Publication No. CSSA) 75-11852, 
September 1974. = 

^Jonathan Spivak, "Should Old Fol}s Pay More For Medicare?-*, Wall Street ^ 
Journal , March 23, 1^73* • ^ ' ^ . ^ ■ 
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than they did before Medicaru: For ncuple agud 6:; a- oUlur, discharges from 
^hort-temi Hosnitals per 100 persons per year rose froTn 17.0" in 1962-63 to 
23.8 in 1973, an increase of 40%. The hospital discharge rate rose for the 
elderly in all income groups, but the rise was more than three times as great 
for those with low Incomes than for those with high incomes. However, the 
elderly were paying fewer visits to a doctor in 1973 than they did in 1957-59: 
In 1957-59 those 65 and older paid 6,8 visits to a physician per year, while 
the comparable figure for 1973 was 6,5. Most of this decline was in the high 
income group, where physician visits per person per year dropped from 8.7 in 
1957-59 to 7.1 in 1973. Despite the decline in physician visits, over half 
of those eligible received benefits under Medicare's Part B in 1973, while 
less than a quarter of the eligible persons received services under Part A. 
Although Medicare does not cover dental care, the use of dental services by 
the elderly in middle and high, income groups has increased since the institu- 
tion of Medicare. The number of jeople in nursing care and related homes 
doubled in four years, rising from 534, 721 in 1967 to 1,075,724 in 1971. 
Since Medicare does nor cover long-term stays ih nursing homes, the nursing 
home stays of many of the elderly must be paid for by Medicaid or from their 
own financial resources. 

Medicare has not only enabled the el derly to get mor e health care, but 
it has uridoubted l y also .improved the quality of the care r eceived. Quali- 
tative improvements have been most apparent in the area of extended care and 
home health services, both of which barely existed before Medicare. The 
government has also set up standards to which providers must adhere to par- 
ticipate in the Medicare program. For example, general hospitals must be 
licensed under state law, maintain clinical records for-all patients, have 



^National Planning Association, op. cit. , p. 35. ^ / ■ 

^U.S. Department of Health, Education, and Welfare, National Center for Health 
Statistics, Nursing Homes; iT^i^ity and Metropolitian Area Data Book , PHS 
Publication ^oV 2043, Section 2 CRockville, Md. : November 1970); and by the 
same author. Health Resources Sta tistics i 1974, DHIW Publication No, (HRA) 
7S-1S09 (Rockville, Md. :^ 1974) , p.* 395. " 

^AnTiR Somers. Health Care in Transition (Chicago, 111,: Hospital Research 
and Educational Trust, 1971), p. 59. 
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every patient under the care of a physician, provide 24-hour nursing service, 
and so forth. Medicare standards have been particularly helpful in improving 
the quality of care available in small hospitals, many of which were pre-, 
viously not inspected by the Joint Commission on Accreditation of Hospitals.^ 
Medicare has' also contributed to an ovei^all improvement in 'hospital care in 
two other ways* By paying the expenses of the indigent or. medically indigent. 
Medicare has given hospitals the funds to improve their facilities and staff, 
financial support that incidentally has contributed to the emphasis on high 
technology care in the U*S. health care system. In addition, by requiring a re- 
view of the hospital utilization of Medicare patients. Medicare has handed the 
doctors on the utilization review committee a tool to, educate their colleagues 
about good medical practices for hospitalized patients* The hospital utilization 
review committees Cdescribed below) were instituted to eliminate unnecessary 
hospitalization of Medicare, patients and thus to reduce costs, but ^ as Dr. 
John Knowles has pointed out, "J can give you one example after another 
where bad utilization has been corrected and where quality has improved,"^ 

Although Medicare can be credited with improvements in the quality and 
quantity of care. received by the elderly, its benefits have accrued largely ,f 
to our urban population, to the detriment of rural dwellers. RuraT and 
urban people pay the same Medicare premiums, yet Medicare payments for medi- 
cal care are higher where more doctors are -- in the urban areas. " Through 
Medicare the rural aged are subsidizing the health care of persons living in 
more prosperous areas .. The sixteen states having the lowest average monthly 
medical services reimbursement are predominantly rural. In 1R72 Medicare 
enrollees were paying $68 on premiums, yet in some areas in Vermont per 
capita reimbursements for care were only $54 ^ while in other areas in the 

^U,S, Department .of Health, Education, and Welfare, Social Security Admlnis= 
tration, National Health Ins urance P roposals, DHEW Publication No. (SSA) 11920 
CWashlngton, D.C. March 1974T, p. 181. 

2 - ■ ■ ' 

, Somers, op. cit. , p. 59. . 
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Dr. \ John Knowles, *'Tho Physician in the Decade Ahead," Hospitals, January 1 

1970; p. 58. " 
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Donald Madison and James Bernstein, "Special Problems of Primary Care in 

Rural Areas," Community Hospitals and the Chall enge of Primary Care fNew York:' 

Columbia University, Center for; Community Health Systems, January 1975) , p. 128. 
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same stato por capita reimbursements were $164.^ In effect. Medicare is 
penalizing those already suffering from inadequate access to medical care. 

Medicare is oven aggravating the geographic maldistribution of doctors 
in this country .-^.^A study by the Association of American Geographers of 
Washington in 1973 found that Medicare and Medicaid were indirectly fos- 
tering a widening gap between doctQr-poor inland states and doctor-rich 
coastal states, 2 and anothor study showed that these programs were 
fostering the growth of the physician supply in already well served sub- 
urban areas whi le doinfi little to attract phy^acians to underser^red inner 
city are as . ^ 

With Medicare and Medicaid, doctors have been able to earn large and 
growing incomes no matter how abundant the supply of doctors ^ and there has 
been no financial pressure on physicians to move to areas with a doctor 
shortage. Even in doctor-rich areas, physicians have no difficulty attract- 
ing patients and earning sizeable fees. Doctors have enjoyed rising in- 
comes for three reasons: 1) Health care providers no longer need tO' pro- 
vide free care to those charity patients whose medical bills are now 
paid by Medicare or Medicaid; 2) more patients can afford to use medical 
and hospital services; 3] except when price controls were in effect, doc-- 
tors have been able to raise their fees with impunity since Medicare's 
payments are based on "customary ^fees'-* charged by doctors in a given lo- 
cality/* **One study of the indome effects of Medicare/Medicaid on program 
recipients, non-recipients, and phv^sicians from 1966 to 1968 showed that'' 



^Jolm Wennberg and Alan Gittelsohn, *'Small Area Variations in Health Care 
Delivery," Science , December I4\l973, p. 1106, 

'^Theodore Shabad, -"Gap in Physician \Linked to U.S. Aid,'' New York Times j 
November 11, 19733 Section 1, p. 30>^ 

^de Vise, opj ci t^ ^ p. 149. \ . ^ 

^In determining reimbursement for care given Medicare patients, the goyornment 
allows established doctors to charge up to the 75th percentile of^the 
prevailing fees in their locality for a given service. The foi^mula pre- 
vents excess reimbursement of doctors chargirig fees well above the norm in 
a glvon geographic area, but the^ fomiiiln makeiA^^led 1 earn iinpotent against a 
general _rise in doctorH' fees. \ 
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only 56% of the $14.8 billion spent on these two programs represented 
gains to recipients. Over the same period physicians averaged net gains of 
$5,400 to $7,400 over what would have been the case in the absence of the 
two programs." 

Medicare and Medicaid thus have benefited health care providers as 
much as they have aided the aged and the needy . And they certainly con - 
tributed to the rapid escalation in the late 1960 's in the cost of hea lth 
- care, particuiarly care in a-^ hospital . The average annual rate of infla- 
tion in hospital costs, for example, was 6.9% between 1960 and 1966 but 

2 ^ 
shot up to 13.9% between 1966 and 1970. Price controls instituted under 

the Ecanomic Stabilization Program reined in the galloping inflation in 
health care costs after 1971, but these costs, began to escalate rapidly 
again^ when_price_controls were removed. As health -care costs shot up, — 
so too did Medicare expenditures, rising from $5.3 billion in 1968 to 
$9.5 billion in 1973, a 78% increase! Medicare expenditures spiralled to 
an estimated $12.2 billion in 1974, but two-thirds of the 1974 increase 
was due to the fact that that year Medicaro coverage was extended to .dis- 
abled persons and persons with chronic kidney disease.^ 

The government has instituted a number of controls designed to curb 
the rise in hospital costs and the concomitant increase in-.Medlcare expen - 
ditures: 

• Section 1122 of the 1972 Social Security Amendments requires 
hospitals to get advance approval for capital expenditures 
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if they are to be reimbursed by Meaicare and Medicaid for 
the costs relatad to those expenditures. [See ''Regulation 
of Capital Expenditures,'' above.) 

9 Hospitals are required to have Utilization Review Committees 
to determine if Medicare and Medicaid patients require as 
much expensive hospitalization as their doctors have pre- 
scribed. The government is alio mandatinf the creation of 
PSRO*s CProfessional 'standards Review Organizations) to re- 
view the hospital and medical care prescribed for Medicare 
and Medicaid patients^ (See belowO 

m In July 1974 HEW issued regulations setting limits on the 
coverage of costs under Hedicare. "The schedule of limits 
establishes a hospital classification system that takes into 
account differences in hospital size and geographic location. 
There are five State groupings^ with the States arrayed accord^ 
ing to per-capita income. Hospitals in each of the five State 
groups have been divided between those located in Standard 
Metropolitan Statistical Areas (urban) and those not in SMSA's 
"(non-urban). These 10 geographical classes have been further 
.divided into 7 bedslze categories, resulting in a total of 
70 classes. For each hospital class , cost limits have been 
set at the 90th percentile of the inpatient general routine, 
per diem costs, plus 10 percent of the class median. (The 
limits do not apply to costs incurred for special care units 
and ancillary services.)''^ The teaching hospitals have been 
vigorously protesting that this classification system does 
not take into account the higher costs they incur because of . 



^U.S. Department of Healthy Education ^ and Welfare Press Release, June 6, 1974^ 
quoted in Medical Care Review , June 1974, 722. 
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their more elaborate facilities, their specialized staffs, 
their teaching prograins, and tho higher proportion of their 
patients with difficult maladies. In partial answer to these 
protests, the National Health Planning and Resources Develop- 
nient Act passed at the end of 1974 decrees that a uniform 
accounting and classification system should be developed that 
does take into account the greater expenses of certain types 
of hospitals. Despite the new HEW limits on Medicare's cov- 
erage of hospitals' costs and despite hospital grumbling about 
these limits, hospital care costs shot up 13,2% during the 
nine months after price controls were lifted on April 30, 1974, 
while the consumer price index only.rose 8.5% during that 
period. The key to controlling hospital costs ahd Medicare 
expenditures does not yet seem to be in the government's 
hand, 

• Medicare is now requiring hospitals and other institutional 
providers to use the lowest cost drugs which are widely and 
consistently available," This meansrthat, in most cases, hos- 
pitals must use "generic" drugs rather than the "brand name" 
drugs pushed by the drug companies because of their greater^ 
profitability. The drug compahies are, of course, protesting 
that a brand hame drug may be of higher quality or more effec-^ 
tive than its generic equivalent , though government tests 
generally dispute this claim. 

These programs to control the rise in health care costs indicate 
how the government can use Medicare as a weapon to regulate health care 
providers -- just as the doctors predicted when they .were fighting the 
Introduction of this program. To date, however, government regulation 
has sought to curb excesses to limit unwarranted enrichment of pro- 
viders with Medicare funds but not to change the basic structure of the 



U.S. Department of Healthy Education, and Welfare Press Release, Jahuai-y 20, 
1975, quoted in Medical Care Reyiew , February 1975, p. 118. 
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U.S. health care system. Medicare has not changed the fee-for-service 
method of paying for health care, has not restricted beneficiaries* free- 
dom to choose their physicians, and, apart from utilisation review, has 
not attempted to interfere with the *'free enterprise'' method of delivering 
medical care. The Social Security Administration , in administering Medi- 
care, has gone to great lengths ''to avoid disturbing pre-existing institu - 
tional relationships, to involve the maximum feasible number of non-govern- 
mental units in administration, and to permit virtually complete free 
choice to all beneficiaries.'*^ 



MEDICAID ' ^ ■ 

,.. ^ Jdedicald.-was ,.areated by. the ,sme--L965__Soclal_5ftguri^ that brought 

Medicare into existence . Medicaid was to help pay the health care costs of 
the poor and the^medically indigent of all ages . Unlike Medicare, Medicaid ^ 
i s not a federal program . Each state has its own Medicaid program and de- 
termines its own eligibility requirements and its own Medicaid benefits, 
although the federal government sets some, benefit . and eligibility standards. 
Each state finances 17-^ to 50% of its own Medicaid program while the remain - 
ing financial support comes ifrom the federal government . The federal govern- 
ment pays k larger percentage of Medicaid costs in states with a low per 
capita income. However, the federal contribution also depends on the size 
of the state*s Medicnid program, and, since the larger, wealthier states ' 
tend to have the better Medicaid programs, it is they that receive the . 
'bigger dollar contributions from the federal goveinment. During fiscal 1969, 
for example, over 40% of all Federal public assistance medical benefits , 
went to only two states. New York and California, while these two compara- 
tively wealthy states, through the contributions of their residents to 
federal tax revenues, paid only 23% of the total federal contribution ' to 
Medicaid." Both the federal and the state financing of Medicaid -are^paid--' 



Somers, op. cit ., p. 60. / 

'^U.S. Department of Health, Education, and Wei fare, ... , Comparison of Cos t- and 
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for out of genera?, tax revenues. Therefore, if revenues cajne from pro- 
gressive taxes and if Medicaid benefits were focused on those with the 
greatest need^ Medicaid should, in effect, bo taking taxes from the wcalthior 
citiEens to help the poorer ones. In practice , however, the poorer states 
have been paying more of Medicaid's costs than they have been receiving in 
benefits, / 

IVhile Medicare has proved to be 'expensive but popular. Medicaid is 
not only expensive but also highly unpopular ^ ^ ynliko Medicare^ no actuurinl 
studies were done on predicted Medicaid use, and Medicaid costs to both the . 
federal government and the states ballooned far faster than. ever predicted* 
, Aghast at Medicaid costs, states have reduced benefits and raised e ligi- 
bility requirements . In some states now only those on v^elfare are eligible 
for Medicaid, and the medically indigent have beeri' excluded. (Medically 
indigent are those people who can support themselves but cannot afford 
high health care costs = ) In some states Massachusett^s , for example, -- 
some citizens are worse off than they were before Medicaid, for free care 
is.no longer,, so readily available as it was in pre-Medicaid days. Public ■ 

.assistance and census statistics in 1971 indicated that 46% of the 35.5 

' ^ 2 

million poor and near poor in this country have no Medicaid coverage. Yet 

this federal govSmment is considering putting ceilings on its contribution 

to states' Medicaid progrnTns. 

The unexpectedly steep costs of Medicaid have been due not only to 
greater utilization than expected and rising health care costs but un- 
fortunatoly also to abuses. In California, for example, it was found that 
prof it- making companies siphoned off for their administrative expenses and 
profits more than half the state and, federal Medicaid funds they received 
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to. provide prepaid health care for the pdor.^ In New York, Medicaid paid 
Health Insurance Plan of Greater New York (HIP) higher premiuins for Medicaid , 
enrollees than those paid by regular HIP .subscribers ^ on thp tthoory that ^ . 
Medicaid patients would require more health services. In fact, however. Medi- 
caid subscribers used only a third as many services in part because HIP 
failed to educate them about the plan and the services offered. ^ 

Medicaid has not only been subject to abuses, but, with its wide 
variations ainong states, it also has been far less effective than Medicare's 
national prograjn in getting health services to the needy. In 1969, for ex- 
ample, Congres^s mandated that states set up, under Medicaid, a healthx screen-^ 
ing and treatment program for. poor children. By 1975, fewer than three mil- 
lion of the thirteen mj.llion eligible children had received the required 
care, and the federal government was threatening to ^^ithhold 1%. of the fed- 
eral payments for Aid to Families with Dependent Children from those states 
not complying with the child health regulations- Seven states were affected, 
Hawaii, Indiana, Minnesota, Montana, New Mexico^ North Dakota, and Penn- 
sylvania, most of which were cited for failure to notify those eligible 
that the services were available and that parents could receive transpor-^ ^ , 

tation and baby-sitting services if needed to take advantage of the 
program,^ 

Medicaid has helped finance some neighborhood health centers. Created 
under various federal programs to improve the availability of medical care, 
these centers generally have many patients whose care in the neighborhood 
health center can be paid for by Medicaid or Medicare. If Medicaid were ex-- 
panded to provide more benefits and to cover the near poor now unable to 



Stuart Atier^bach,, ^^Gklifornia Health Care P4ans Faulted on Pi^ofits, Costs,'' 
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pay the full cost of their care in the centers {or if National Health In- 
surance were instituted), these centers might become financially self-sup- 
porting, ■ 

Medicaid can also help the elderly poor who require nursing home care, 
for Medicare only pays for 100 days in a nursing home. In sum. Medicaid has 
helped pay" for some health care for the poor, but its benefits and the pop- 
ulation it covers have been far too small to meet the health care needs 
of our medically indigent . ' . 

' NATIONAL HEALTH INSU^CE (NHI) 

^ ' The inadequate coverage Medicaid has provided the poor and the near 
poor is one reason for the growing pressure for some sort of National Health 
Insurance (NHI) . But rising health care costs and inadequate insurance cov- 
erage for medical catastrdphes have created support for National Health .In- 
surance among the middle class as well as the poor. The various proposals 
for National Health Insurance are discussed in Chapter 111, but here it 
should, be mentioned that the character of many current federal health pro- 
grains is being shaped by the prospect of some sort of National Health In^ - 
surance in the future . The government is particularly concerned that NHI 
might cause a rapid escalation in health care costSj just as Medicare did. 
The National Health Planning and Resources Development Act of 1974 is de- 
signed to get in place effective comprehensive health planning bodies ^ 
reasonable controls over capital expenditures , and even some sort of rate 
regulation, which together hopefully will prevent an excessive rise in 
costs when NHI makes health care more readily available to people at all 
income levels. States, are being pushed into passing Certificate of Need 
laws. Medicare regulations .are being tightened up* The government has 
mandated the creation of PSRO - s (Professional Standards Review Organizations) 
in hopes of curbing unwarranted or Inappropriate use of institutional health 
services. Increasing efforts are being made to get doctors to underserved 
areas where the domaJid for health care is likely to burgeon if NHI is 
instituted . 
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. A study done by the_ Rand _Corgoration predict there 
are presently fewer f inane jal barriers to hospital care than to ambulatbry 
cares Na tional Health Insurance is likely to create a relatively^ small in- 
crease in the demand for hospital care but a quantum leap in the demand for 
ambulatory care .^ The resulting strains on the health care delivery system 
could lead to a substantial rise in doctors' fees, long waiting times for 
appointments, and/or less physician time per patient. Since current govem- 
ment regulatory efforts seem to be directed more toward hospitals than 
toward doctors, one^ wonders if , in fact, adequate preparation is being 
made for the sudden rise in the demand for ambulatory care likely to be 
triggered by National Health Insurance. In its precautionary measures, the 
(government may be unduly influenced by its experience with Medicare where 
the biggest impact was on hospital utilization. | , 

Regulation of Health Service Costs and Utilization 

Alarm ovmr esaalating hospitBl costs has stlmulatBd ^ num- 
hmr of programs to r&gulatB mither the use or tha cost of 
expensive hosprtal services. Hospitals are now required 
to have Utilization Review Comnittees to ensure that pa-- 
tients are only hospitalized when necessary and for as 
long as necessary . The federal governmBnt is pressing 
doctors to set up Professional Standards Review Organi- 
sations (PSRO*s) to monitor the adequacy and the neces- 
sity of the care given patients in health insti tat ions , 
Some states regulate the rates hospitals can charge 
Blue Cross or Medicaid. Health insurance is also re- 
gulated ir\ every state, and a growing number of states 
are seeking to regulate malpractice insurance. 

UTILIZATION REVIEW COMMITTEES km PSRO'S | 

Review of the care jn^ovided in hospitals began long before the govern- 
ment became concerned about health care costs. In 1949 the America'n College 
of Surgeons established the concept of tissue committees, which examine human 
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tissue removed during surgery to see whether the operation was justified/ In 
1953 the Joint Cominission on Accreditation of Hospitals enunciiited the con- 
cept of medical audits to measure the quality of care provided in hospitals 
(in terms of, such things as the rate of postoperative complications), and 
in 1974 the Joint Commission decreed that hospitals must have an acceptable 
medical audit procedure in order to be accredited. Both the medical audits 
and the tissue committees were designed to ensure the quality of care, not 
to control the cost of that care. . 

Whm Medicare was established in 1965, the law mandated that hospitals 
have a utilization review plan in order to be' eligible to pa;rticipate In the 
Medicare program. Ho'spitals set up Utilization Review Committees^ staffed 
by doctors, to determine whether patients actually required hospitalization 
and whether patients were being kept in .the^Jiospital longer than was medi - 
cally necessary . These committees undoubtedly curbed some unnecessary hos- 
pitalization, but they tended to be lenient about ordering the discharge of 
a cQlleague's patient. Utilization review requirements were strengthened by 
a new regulation that went into effect- February^-lr 1975 ^ requiring— that^ = 
the hospitalization 6£ patients be reviewed by nurses and technicians the 
first day after admission, with a final decision made on the second day by ' 
groups of doctors. Another review is required if the patient is still 
in the hospital after the deadline for his discharge set in the earlier re- 
view.^ In many states Blue Cross also requires that the patients it in- 
sures have their hospital stays reviewed by Utilization Review Committees. 
These committees are designed primarily to prevent the use of expensive 
hospital care when satisfactory care could be provided in a less costly 
fashion on an outpatient^ basis or in an extended care facility* Utiliza- 
tion review procedures are thus designed as a cost -control mechanism, not 
one for quality control. They also generally have been I nof fectua] . ^ 

The Social Security Amendments of 1972 created a stronger tool for " 
the control of both costs an d quality of ca^ : Professional Standards 
Reviow 07*g^in i zat i ons (PSRO'sK By January Ij 1976 each of the 203 areas 

^"H.n.W. Sets Policy ^to Police Doctors^'' New York Times , November 29, 1974. 
^"Reer Review Now: PSRO at Work,'- Modern lio alth Gare, January 1975, p, 50. 

r ' 162 , / ■ . ;, . 

o 

ERIC 



133' 

into which the coimtry was divided was to have a PSRO to review the care 
provided Medicare/Medicaid patients to ensure that '*the services for which 
paynient may be made under the Social Security Act will conform to apprQ-^ 
priate.'professional standards and that payment for such services will be 
made (1) only when, and to the extent, medically necessary.*." and 
"(2] in the case of services provided, on an inpatient basiSj only when 
and for such period as such services cannot. effectively be provided on 
an outpatient basis or more economically in a health care facility of a 
different type.**--'' PSRO's are to determine which services are necessary 
and therefore reimbursable, but they are not concerned with the reasonable^ 
ness of the charges for those services, 

PRSO's are to be non-profit associations of physicians, open to and v 
representative of the physicians in the aiaa^ but, if the physicians in an 
area do not create a satisfactory. PSRO by the deadline, the Secretary of 
HEW may designate some other public or non-profit organization to serve as the 
PSRO. HEW wili contract with a PSRO to serve on a conditional basis for 24 
months, and thereafter HEW; will renew PSRO contracts annually ifthe PSRO is ----- 
performing satisfactorily. PSRO's are to be funded by HEW^ and their activi-.' 
ties are to be reviewed by Statewide Professional Standards Review Councils, 
and a Mational Professional Standards Review Council. 

PSRO *s are initially to review only care provided in health care in-^ 
stitutions (hospitals^ nursing homes, etc.) and will not in the beginning >|*e- 
view care delivered in a physician's office, clinic^ or other ambulatory ^ ; 
setting unless the doctors in a PSRO request that it do so. Unlike Utili- 
zation Review Committees, which operate in single hospitals, PSRO's moni- 
tor the care provided in all institutions in their area* PSRO^s can accept 
the review performed by the hospital fbased Utilization Review Committees 
whenever the PSRO determines that such review is effective, PSRO's, how- 
ever, are to be concerned with more than length of^hospital staysi Each 
PSRO is to draw up standard procedures or a range of acceptable pro- 
cedures to bo followed for various diagnoses with various types of 
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patients. It is fecognized that there will be instances where a physician's 
clinical judgment will require him to deviate from the established stan-^ 
dards and criteria, and, if the judgment is sound, the PSRO will not ob- 
jec; to the deviation. If the PSRO should disapprove of a proposed pro- 
cedure or service or an extension of stay, the government would not pay 
for the services. However, the physician concerned could appeal the PSRO-s 
determination to the Statewide Professional Standards Review Council and 
to HEW. In cases of extreme or repeated violations of PSRO standards ^ the 
.doctor or provider can be fined up to $5,000. ' 

The standards and criteria established by each PSRO are to reflect 

f ■ - = . 

acceptable patterns of practice in the PSRO's area and will take into 

account the professional personnel , facilities, and equipment available in 
the area. PSRO guidelines are expected to be modified' periodically as ex- 
oerience is gained and as new developments In medicine occur. The National 
Professional . Standards Review Council must review PSRO noms that are sig- 
nificantly different from professionally developed regional norms. Hope-- 
fully this will reduce some of the marked variations ftom area to area in 
such things as average length of stay* And the fact that each PSRO moni- 
tors all the institutional care in its area should eliniinate some 4ifferences= 
in the care provided in different institutions, 

PSRO's will 'compile up--to-date profiles on individual physicians to 
spot doctors who overprescribe certain drugs, overutili^e certain procedures, 
or otherwise fail to meet stipulated guidelines. In two existing review 
organisations [CHAP in Sacramento and HAPP in New Mexico), a physician ad- 
visor reviews all requests for admissions or extensions made by a limited 
number of practitioners put on "full review'' because of many suspect or 
questionable admissions or billings. The names of the doctors on full re- 
view are kept from the public, but the doctors themselves are told when 

- . - . , 2 .- ■ ■> 

and why they're listed, 

PSRO's are supposed to serve an educational as well as a control func- 
tion. Physicians serving on peer review committees are forced to think in 



"PSRO: A Report,'' Health Care Today , January-February 1974, p. 3. 
^"Poer Review Now: PSRO at Work," Modern Health Care , January 1975, p. 51, 
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terms of acceptable" noCTis of professional practice for given Itypes of medical . 
conditions, = and this influences their day-'by-day behavtor^as^W 
Issuing guidelines niay eriable some doctors to identify and correct their oto 
deficiencies. Publication of noniis of diagiiosis and treatmentj can alert physi- 
cians to alternate or new methods of =care. The conduct of medical care evalu- 
ation studies and prospective profile analysis may result in the identiflca- . 
t i o n of un s u s pe c t ed^ p r db 1 ems , . and- 1 hi s="in^^t urfPsh^o u 1^ lead to 'an a^ly les^o'f 
causes and the development of corrective programs. In sumj PSRO-s should con- 



cern themselves not just with the treatment prescribed for individuals but " .. 
with patterns of care* 

PSRO^s are designed to eliminate not only unnecessary care ^but also poor 
care. The doctors protest ^ hbweverj that the PSRO's may also stifle innova- 
tion. Restricted ,by PSRO guidelines, doctors will ,find it difficult io experi- 

i ' . - ' 

ment with new techniques or procedures though^ once a new technique is 
added to PSRO guidelines, all the doctors concerned will be made aware of the . 
■innovation. PSRO^'s will restrict doctors^ independence, treasured by these 
individualistic oTitropreneurs. PSROVs will inhibit a doctor's ability to use 
his own judgement in a field that is still as much art as science, iVhlle 
cutting cos^ts by eliminating unnecessary Services, . PSRO's will increase costs 
because of the expensive review procedures. When the Utah Prof essional , Review 
Organization set up a utilization review program, the average length of stay 
was reduced from 5 W 4. S days, and there was a sli'ght decrease In admissions 
compared to a control group, bijt this decrease dn uti ligation was realized at 
a cost of $9 per hospital admission* v . 

PSRO*s wem c^reated in response to increasing indications -that a signifi- 
cantpT amount of unnecessary (ot inappropriate] health care is provided in this 



^Katherine Bauer and Paul Denson, "Some Issues In the Incentive Reimbursement 
Approach to Cost Containment; An Overview,!^ Medical Care Review , January 1974, 
p. 96. - . 

"William Jessee, William Munier, Jonathan Fielding and Michael Go^Bn, "PSRO* 
An Educational Force for Improving Quality of Care,*' New England Jnurn al of 
Medicine, March' 27, 1975 » p, 670, ... 

"^Alan Nelson, "Relation Between Quality Assessment and Utilization Review 
' in a Functioning PSRO," New Eng land Journa l of Medicine , March 27, 1975, 
^ p.^ 675. ^ ^ ^. 
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Tccfun t¥yr ^ WH en" th e ne'iH^ f dr elective operations recommended to a group of union 
members was re-examined by board- cert if red specialists, approximately 24% of 
all procedures recommended were not confirmed.^ Some pediatTicians suggest 
that over 90% of the tonsillectdmies performed on children are unnecessary,. 
Some studies indicate that 10% to 201 of the patients in a "typical" community 
hospital on an "average" day do not need to be there. ^ The peer review system 
of the Kaiser^ Permanente Plan in NoTthem CalifoTnia found "significant pro- 
blems" in one of every eight clinic charts examined aiid in 95% of the hospi- 
tal records reviewed. Existing peer review systems In Individual hospitals 

Utilisation Review Committees and Tissue Committees --j have generally not^ 

' " 5 I " - " 

worked in the past, as most doctors would agree. Clearly there, Is a need for 

stronger controls over the delivery of health care. j * 

But the doctors are dragging their feet on establishing PSRO's, and the 
system must have the cooperation of at least the leaders in the medical pro*- 
fession. Only the medical profession can ensure that PSRO guidelines are 
reasonable ones and that sufficient doviationLi fpoi^^ the guidelines are allowed. 
The profession, however, has traditionally resisted any serious efforts to 
monitor its work. Physicians* self-policing in the post has not been too 
successful. Conceivably, doctors* dread of malpractice suits could be used 
to lure them into cooperating with the PSRO program: If a doctor followed 
the procedures prescribed by his PSRO, he would/ have a weapon to defend him- 
^;elf from charges of inadequate care. , / ^ 



"Eugene McCarthy and Geraldine Widmer, "Ef fleets of Screening by Consultants 
on Recommended Eloctlve Surgical Procedure's," New Englgpd Journal of Med^- 
cjjie i December 19, 1974, pp. 1331-1335. j ■ ■■ 

2 _ ^ * - ' - 

Howard Hiatt, ''Protecting the Medical Commons: Who is Responsible?," New 

England JouiTial of Medicine , July 31, 197S, p. 237, 

3- "■ 

H'illiam Dowling, "Prospective ^Reimbursenient of Hospitals," Inquiry , September 
1974, p. 171, " 

^Quotation from Dr, J.eonard Rubin, Coordinator of Medical Education for the 
' Kaiser- Permanente Plan in: Nancy Hicks, "Nation *s Doctors Move to Police 
Medical Care," New York Times , October 28, 1973, p. 1, . . / - .\ 

^Hicks, op, clt , ; and "Peer Review Now: PSRO at work," Modern Health Caro , 
January 1975, p. 50. ' ^ . - 
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. RATE REGULATION BY THE GOVERNMENT . , - 

As of July 1974, eight states had public rate setting agericies that 
. establish in advance the raters at which hpspitals will be rolmbursed f or the 
care provid ed Gertain groups of patients .' These rate setting agencies use 
prospective rather than retrospective reimbursement;- that Is, rather than 
reimbursing hospitals on the basis of costs incurred in the past, reimburse-- 
ment is determined by a rate schedule set in advance on the basis of cost 
projections, Although pi;ospective reimbursement approaches vary^ they share 
certain common characteristics: Rate decisions are not left to the ex- 
clusive discretion of the providersi future costs and revenue requirements are 
'estimated in advance; retrcrspectiye adjustments are limited to defined fac- 
tors ahd ranges there is a risk/incentive factor, that iSj a provider whose 
actual costs arc more than the allowed amount above, projected costs must 

pay the difference out of its own funds^ while the provider whose actual 

' 2 

costs are below projections may pocket at least a portion of the difference. 

Six of the- eight States which set prospective rates for hospitals also 
do so for skilled nursing homes, and in four other states the state Medicaid 
agencies set prospective rates for nursing homes. The state-set rates apply 
to all purchasers of hospital care only in Maryland; in other states they 
apply only to certain groups of patients r those covered by Medicaid (5 states), 
those covered by . other state programs C3 states) j those covered by Blue Gross 
(7 states) J ■ and/or those covered by private insurance or paying their own 
bills (3 states) ^ - , ' * ^ . ^ 

In 16 states without a public rate=setting body. Blue Cross plans 
sponsor prospective reimbursement systems , although in many cases these 



The eight states with ^public rate-setting bodies as of July 1974 are Arizona , 
Colorado, Connecticut ^ Maryland, Massachusetts ^ New Jersey; New York, and 
Rhode Island. Six other states are considering setting up public rate 
setting agencies, 

2 - ■ 
U.S. Department of Health, Education and Welfare, Health Resources Adminis- 
tration, An Analysis of State and Regional Health Regulationsj^ He^alth Re - 
s^ources StudiesT 'DHEW Publication No * (HRA)" 7S-6ll , Sase~d~on a study By 
* Lewin Associates,/ Inc, , September 16, 1974. 

■ 3 " / " ■ ■ 

Ibid., pp. 3-4. 
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—systems cover only a portion- o£-the.hospitals_in\th 
both a state and a Blue Cross prospective rate-setting /:l^ystem. In two other 
states* non-profit corporations established under thf/sponsprship of the 
state hospital associations set prospective rates jjl a voluntary basis. 
Thus, as of July. 1974, there were 26 prospective reimbursenient systems , in 
existence in 22 states, and these systems invol^M about 25% of the country's 
hospitals. Ten other rate review programs had^been proposed, and, xf these 
are actually established, 55% of the nation'y'hospitals, housing 65% of the - 
beds, would-be involved in prospective rate/review, " Blue Cross r^te-setting 
and cost control systems are discussed fi^ther in Chapter III. 

State rate review efforts are gene^^lly coordinated with admin i^^r^iioTt 
of the state's Certificate of Need law, which requirjs^Bdi^TWW^'^proval - 
for capital expenditures. All eight st^t^^s^^^wltK^'^st^te-^a^^r^^ body 
have a Certificate of Need law, sometimes administered by the same agency. 
Wliere there are two separate agencies, the two generally coordinate their - 
operations, although 'one rate review body requires. a separate review of pro- 
posed capital expenditures in addition to that dbrie under -the Certificate of 
Heed law. Thus, a rate-setting agency might allow reimbursement for costs 
associated with a capital expenditure not approved under Certificate of Need 
procedures. On the other hand, a rate-setting body can deny reimbursement 
for operating as well as capital* costs connected with unapproved expendi- 
tures and thus exercise a stronger/ sarictipn 'than is imposed by Certificate 
of Need laws. Also a rate review agency could deny reimbursement for exist in 
services it considers unnecessary, while Certificate of Need laws do not 
encompass existing facilities. In short, rate-setting can be a stronger 
weapon for cost containment than Certificate of Need procedures. 

As was indicated in the section of this chapter dealing with Medicare, 
the federal government is developing a system to set limits on the rates at 
which "hospitals are reimbursed for the care given Medicare patients. At 

• = . ' . - ' / -■ ' 

."U.S. Department of Health, EducationT and Welfare, Health Resources Adminis- 
tration, An Malysis of State and Regional Health Regulations: Health Re- 
sources Studies , DHEW~Publicatron No. CHRA) 75-611', based on a" study by 
Lewin Associates, Inc* , September 16, 1974. 
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present differenr limits; are: se 

geographic areas The National Health Planning and Resources Development Act 
of 1974 mandates that a more sophisticated rate-setting system be developed 
that takes into account cost factors beyond the size and location of hos- 
pitals. This system may set the stage for federal regulation of all hos- = 
pital rates^ if National Healtit Insurance is instituted. 

' --^i " ■ ^ 

Federal efforts to regulate rates are focused on classes of institu-^ 

tions while state rate-setting bodies tend to focus on the projected budgets . 

of individual institutions. State (and Blue Cross) regulators are concerned . 

about whether an institution's costs are rising much more rapidly than those 

of other comparablo facilities, but they tend to negotiate prospective rates 

on an institutlon-by-lnstitution basis rather than on a class basis. 

If the federal government develops an effective system for analyzing- 
the different levels of reasonable costs in different types of institutions^ 
the rate-.regulators might elect to wield an additional weapon in the battle 
against rising costs. Limits might be set on the total .reimbursement allowed 
for certain kinds of treatment^ and these limits might be set at a low enough 
level so that a patient requiring a /simple ^ operation such as a tonsillectomy 
could not go to an expensive teaching hospital for the operation if he wanted 
to^have hl$ full costs reimbursed; he would have to use a community hos^ ^ 
pital where the costs are lower because the hospital does not have to finance 
such elaborate facilities, such a specialized staffs or an expensive teach- 
ing program. Obviously^ if such , limits were ever set^ allowances .would have 
to be made for special situations where the condition of the patient warran- 
ted sending him to a teaching hospital even for a simple operation- 
Such limits would be an extension of other cost-cutting programs al- 
ready in operation, such as the utilisation review mandated by Medicare to 
prevent uhnecMsary u^4 of expensive hospital services or the requirement 
in some states that health ihsufance provide benefits that will encourage 
the use of outpatient rather than inpatient care whenever feasible. If 
limits should ever be put on the reimbursement allowed for various procedures, 
hospitals would be pushed into greater specialisation by level of care, with 
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soma institutions focusing on the more difficult health problems and pthers 
on the simpler ones. In recent years, there has been some blurring of the 
distinction between, teaching and community hospitals, as the boom psy^ 
chology pervading the health system encouraged community hospitals to add 
more and more specialized equipment for' treating patients with complex! mal- 
adies, while the teaching hospitals continued to devote at least a portion ^ 
of- their beds to patients with relatively minor complaints. Utilization 
-review- procedures are already sharpening the distinction between acute 
care beds md extended care facilities, and further controls on reim- 
bursement may lead to a more clear cut dividing line between different 
levels of acute care. ' 

STATE REGUUTION OF H^LTH INSURANCE^ 

Every state regulates health insurance . These regulations take 
various forms: ' 

• All the states seek to protect consumers from fraud and from 
loss of benefits due to carrier insolvency. Every state has 
legislation to prev'^nt the sale of unreviewed policies by un- 
authorized agents and\tQ regulate marketing and advertising 
practices. States set r^uirements for initial capitalization 
of carriers, impose reserve requirements and create insolvency 
funds » . " ) 

. ■ : . ■ ' -'J I 

# Virtually all the states have authority^'to insure that the 
language in health insurafice policies is clear- to laymen, 

s Some states specify the minimum coverage that 'must be 

provided by. different types oi health insurance or mandate 
changes in benefits to encourage lower cost care. 



• The information in. this section is based on U.S, Department of Health,' 
Education, and Welfare,.., An Ancilysis of Stiite. Health Regu lations,.., 
op . cit , i pp. 15-17. / _ \ ' 
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_ ; . Some statQs^^ reyicw^^^ of the. premiums charged 

for commercial health insurance and/or Blue Crofs insurance. 

• Nineteen states regulate the overall administrative or selling 
expenses of non-profit health insurance plans. 

• A few states have regulations seeking to open enrollment in 
Blue Cross/Blue .Shield plans to more people. Twenty--six states 

^ Jiave eliminated the rights of health insurers to terminate the 

coverage of high risk clients before the, renewal date. 

Tho health insurance plans being regulated by the .states and the im- 
pact of these plans on the health care system are discussed In Chapter III. 



One state Rhode Island not only regulates private health in- 
surance but has instituted a state health insurance program for, medical 
catastrophes. The Inciividurfl is expected to pay for his normal medical 
expenses either out of his pocket or through private health insurance, 
= but/ medical bills above a certain amount are paid by the state out of 
general tax revenues. The Rliode Island catastrophic insurance program is, 
however^ regressive, since those with mainr medical Insuranee only hnve to 
pay SSOO in medical bills vvhile others usually the poorer citizens 
must pay $5,000 before^the state's insurance program takes over, 

GOVERNMENT REGULATION OF MALPRACTICE INSURANCE 

Malpractice insurance has suddenly become a hotly debated issue in ^ 
this country. In recent years, malpractice insurancej rates have sky- 
rocketed' as new legal procedents and the generosity of damage-suit jurors 
encouraged huge claims against allegedly incompetent or careless doctors, 
hospitals, , and other providers, . Malpr.acticp iuits are being brought . with 
increasirig frequency: In: 1969 St. Paul Fire and Marine Insurance Company 

had one claim pending for jevery 23 doctors it insured; by 1974 it was 

■ . • = • 1 ■ ' 

processing one claim for every 10 doctors. More than two^thirds of the 



1 ■ , \ ■ 

Tom Herman and Barry Kramer, "Medical Alert: States Act to Avert"* Mal- 
practice Crisis,' Keep Doctors on Job,;' Wall Street Journal,- May 6, 1975, p, 
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malpractice cases that get.-to coutt._are_decided-ln..the..MGt^^ 
but, when a doctor loses his casOj the award he has to- pay may exceed $1* , 
million* Hospitals as well as doctors have been hit by increasing mal- 
practice claims against them. ' By 1975, malpractice insurance waS costing 

^ 1 
hospitals $860 a bed a year, . . t 

There are a multitude of reasons for the burgeoning of malpractice 
claims \ - , 

• Patients expect far more from health care providers than they 
did in earlier times. As a 1973 HEW study reported, "During, 
the 19th century and the first two or 'three decades of the 
2pth, . i . adverse results of treatment more often than not were 

either regarded as the natural outcome of disease or attributed 

2 

to *the will of God. . . ' 

^ / • Warm doctor-patient relationships have suffered wrth~the growing 
specialization in medicine and with the increasing mobility of ^ 
our population. Rather than regarding doctors as trusted fajnily 
friends, patients now tend to resent their wealth and social^ 
status. Our increasingly well educated- population is also 
less inclined to be awed by the wisdom and learning of physicians, 

Q Doctors have been lax about policing the competence of their 

colleagues. Negligence and Incompetence can trigger malpractice 
claims. . . , 

• Advanced diagiiostic and therapeutic procedures are often. ^ 
risky. The doctors most frequently sued for malpractice, are 
often the best trained specialists who see ^only seriously ill 
patients. Te&ching hospitals that tackle the toughest medical" 
problems often have to pay the highest insurance rates. 



^Statistics from the American jiospital Association quoted in Lawrence, 
Altman, ^^Malpractice Rates Drive Up Doctor Fees," New York Times , July 27, 
1975^. 24/ 

Herman and Krainer, op. cit . 
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• Some patients are collecting damages for medical accidents that 
involve little more than bad luck or for medical problems that 
are natural progressions of the original ^'malady rather than the 
product of poor medical care. Or patients are given awards for 
damages resulting from treatment which was considared to be 
proper at the time it was given but which later research proved 
to be dangerous . ^ - 

• The United States has a tradition of compensating people for 
"pain and suffering". England and Canada, which share our common 
law heritage^ but not this tradition, are reportedly not seriously 
affeqted by rising malpractice litigation.^ ' 

9 Trial lawyers handling malpractice claims are paid with. con- 
tingency fees, generally 30% to 40% of the settlement and 
occasionally as high as S0%, but nothing if a cHent loses. 
This system discourages lawyers from taking cases they have 
little hope of winning, but it also encourages them to seek 
huge awards. ' ^ ^ 

tVlth soaring malpractice awards, the insurance companies have- been 
raising their premiums 200-300% a year, and the doctors and hospitals have 
been passing on these skyrocketing costs to their patients. Now, a crisis 
has been reached. Refusing to pay such high premiums, /some doctors have 
gone on strike and are caring only for patients with emergency needs. 
Some doctors \ire retiring or sivitching to specialties or geographic areas 
where malpractice insurance premiums are lower. Some states are refusing 
to allow such vast increases in premiums. Insurance companies are threat- 
ening to get out of the malpractice business. / 

States are increasingly stepping into the breach, seeking to regulate 
malpractice awards and ingurance : . , 



/ Lawrence Altman, 'Malpractice Rates Drive Up Doctor Fees," New York Tim es 
July 27, 1975, p. 24. - ^ 
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• Some states have passed laws that shorten the statute of limi- ' 
tations for malpractice claim's, = 

' m Some states are putting' a cfeiling on damages against physicians. 

#/ Some. states are moving to reduce the role of juries in malpractice 
litigation. Indiana has created a physicians* panel to screen 
cases before they reach court. Michigan has passed a bill 
promoting arbitration over the traditional jury system for 
settling malpractice claims* " 

« Some states are requiring insurance companies to pool 

together to share the risk of writing medical malpractice 
coverage. This is a way of ensuring that malpractice in- 
. surance will continue to be available. 

ft Some states are considering limiting plaintiff attorney 
fees In malpractice cases* . 

Senator Nelson has proposed a federally supported malpractice insurance 
program for all claims above $25,000, which would takeUhe risk of all large 
suits out-^of ^the hands of both primary insurance carriers and reinsurance 
carriers." Ta be eligible for this program, states would have to set up 
non-binding ar^tration panelsy and health care providers .would have, to 
agree to PSRO review of all medical treatment. HEW, however, is opposed to 
federal action on the malpractice crisis on the grounds that* the situation 
varies so widely from state to state that a federal law is impractical. 

- ' ( - ■ ■ ■ 



nvi-lliam Curran, "The Malpractice Insurance Crisis ^ Short-Term aiid Long* 
^Term Solutio.ns /V New England Journal of Medici ne, July 1975, p, 25. 
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Inplications for Health Care Providers 



As government regulations increase and as th& voice of 
aon&uimrs grows louder ^ health care providers will need 
to develop greater political sensitivity and greater 
concern about aosts^ * ■ 

Government at _all levels has be come an increasingly important factor 
in tHe health care system . In the years. after World War 11^ federal health 
progrsnis were primarily focused on research and hospital construction/ both 
of which pushed the U.S. health care system into ever greater emphasis on 
sophisticated and expensive clinical technology^ The thrust of . government 
endeavors now is quite different^ with the following five goals as the prin 
cipal targets: 

1 . Reducing financial barriers to health care through : 

© Medicare; 

• Medicaid;^ 

9 Proposals for National Health Insurance; 

• State regulation of health insurance , 

2, Cutting health care costs by means of^ 

• PSRO's to eliminate urtnecessary or inappropriate 
use of health resources ; ■ . 

• Certificate of Need laws to prevent the construction 
of unnecessary health facilities; : 

• National health planning (Health Systems Agencies) 
to coordinate the planning of health care providers and 
to focus expansion efforts in areas where health bene- 
fits will be greatest in relation to the costs; 

• t&lO-s, which seem to promote more efficient and 
economic delivery of health care; 

m Restrictions on Medicare reimbursements; ^ 

• .Rate regulation. ^ 

^ ' Puttin g greater emphasis on primary care and increasing^ its 
availability through: ^ ^ . 

m Neighborhood and Migrant Health Centers, which make 
primary care available to those inadequately served - 
by private doctors; ' 



- ' - © Community Mental "Health- Centers r^which ma 

care available in local conununities and a= low cost; 

• National Health Service Corps, which assigns doctors to 
underserved areas l 

#• HviO^s, which emphasize primary care and which the govern 
mentis trying to promote in areas how underserved by 
private doctors; 

• Switching Hill-Burton cDnstruction fimds from inpatient 
to dutpatient facilities; -- 

• Reducing research grants; .; 

e Increasp.ng grants to medical schools whose graduates 
gq into primary care; 

• 9 Increasing overall the supply of doctors and other 
I . health professionals by grants to schools and loans 
tq^students; ; . „ 

• Encouraging health professionals to go into under- 
served areas by granting loan forgiveness to those - 
who do; 

• Proposing good coverage of primary care in 
National Health Insurance. 

47' ^ "PFovlding better-preventive care through i 

m Health Systems Agencies, which are supposed to^ concern 

themselves with environmental and o cFupat iWO^ ex 

~\r~ factors affecting Health; _ . . " ^ 

• The Occupational Safety and Health Administration 
(OSHA) program to protect us from occupational hazards; 

m The invironmental Protection Agency which seeks ; 
to protect us from environmental hazards; 

9 The Food and Drug Atoinistration, whose mission is 
■ to protect us from harmful drugs and foods; 

• The Consumer Product Safety Commission's efforts to 
protect us from dangerous products; 

' ' • The National. Center for Disease Control^ which 

seeks to prevent the spread of contagious diseases; 

• The food stamp program^ which seeks to improve the 
diet of the poor; 

9 Housing programs' to improve the living conditions 
= of the poor;'. . , ; , . 
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Banning' cigarette ads on TV. 



= / 5, Improving the quality of care through* \ 

• PSRO's, which are not only to prevent unnecessary 

■ ' . care but also to ensure that necessary care is " 

provided in an appropriate fashion; 

• Licensing health professionals and instituting 

; new requirements for periodic relicenslng and/or 

continuing education of doctors; 

• Research -prograTns . ' , ... 

These five goals are very much interrelated. As efforts to reduce , 
the financial barriers to health care have increased the share of the 
nation's hearth bills paid with government funds > the government has be-, 
come alarmed by the escalation in health care ^osts. One means of reducing 
health care costs is to increase the emphasis^ on primary and preventive 
care* Access to primary care is being restyricted not ohly by financial- 
barrierp but also by the inadequate availability of primary care, providers. 



7 



In pursuit of these goals^ the gov^nment is seeking incremental 
changes^ not any basic restjructuring of the U.S. health care system. It is 
not seeking to eliminate fee-for-service carej though it hope^ to offer citi7 
zens the alternative of prepaid care. Government programs are seekihg to 
^^ren lar ge 7 ~no t re s t r'i' ct ry^ t tents ^ rf r e e:doiictp~ch o as e~"d o"c 

Doctors are still free to practice where and what they want, despite govern- - 
ment programs to remedy the maldistribution of physicians. Hospitals and other 
providers continue to enjoy great autonomy^ though efforts are being made to 
Improve coordination between providers and to institute sufficient controls 
to ensure quality care at not unreasonable cost. Health planning is beginning, 
but most planning authority will be at the local, not the national level, and 
the power given planning bodies is extremely limited. Although government 
regulation is increasing, we have nothing resembling the centralised govern- . 
'ment control that exists in such countries as England and Sweden . 



1 



HEV/^s Forward Plan for Health FY 1977-19S1 goes further and suggests that, 
to reduce tobacco and alcohol consumption, price supports could be cut for 
tobacco farmers and restrictions could be placed on alcoholic beverage ads. 
Howevet, lobbies being what they are, these suggestions are unlikely to be 
enacted. 
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Basicaliy the govemment is attempting to =f ill gaps in the existing 
health care system without allowing health care, to bankrupt the nation* tod 
there's— the^r-ub* ^ It may become increasingly difficult to keep health care 
costs .down and at the same time to.pTovidg quality health care equitably, 
to the entire population. In order to provide adequate primary care to every* 
one/ we may need to restrict expenditures on the technologicaliy sophistic ^ 
cated care so dear to doctors and hospitals and, indeed^ to patients. In 
order to provide medicaX care to all segments of our po])ulation3 we may 
need to provide expensive financial incentives to get doctorfi to. underserved 
areas or limit physicians' freedom to choose where ajid Khjt they practice. In 
order to make the delivery of health care more efficient and thus les^^'cottiy^ 
we may need to restrict the. independence providers now enjoy. ,»Eveij^^f welseek 
to preserve our free enterprise health care system., it c an ncu-lpn g er _ b e s ^ _ 

free wheeling, or so froo spending as in days of yore. ^--^^ . '\ 

. ^ ^ = t . 

jiealth care providers wi^ll have to re cogn^^"jhe changed atmosphere Iny ^ 

which they must operate. Some moves are ^M^eady baing made by providers in, 

^ — - ^^.-- -^ . . fS^ 

line with the goals sought by the gofemment,/ These efforts^^re listed in ^ 
Exhibit 11-^3 and are discussed'iri greater detail , in later sections of the 



book. 



But providers will need to accqrd greater recognition 



to the national 



priority being given. to reining in cost escalation and piroviding adequate | 
primary care to alT segments of the population. Regulation is here to 1 
stay J but, by seeking to meet legitimate public demanda, providers can re-- j 
duce the pressure foi; ever growing regulation. And, with pdlitical astute- j 
ness, providers C£in help shape those regulations to ensure^ they do the mini- 
mum damage to the virtues our health care system does have* More effort 
will have to be made to cultivate the good will, of political powers j not 
only in the i^egulatory agencies but also in the legislative bodies. More 
attention wljl have to be paid to the needs, desires j and sensitivities of 
ordinary citizens J who not only have the ear of legislators and regulators 
but who also are increasingly sitting on comprehensive health planning agen^ 
cieSj hospital boards of trustees, and the like. Health care providefs must 
erect antennae to tune into the world outside their doors. , , 
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T>€ GOALS OF GOVERNF€NT PR^a^ AfC THE 
PATCHING EFF^fs OF>£ALm CARE >WlDERS 
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, ' CHAPTER III 

TRENDS IN HEALTH CARE COSTS AND METHODS OF PAYMENTS 



For' the past decmde or two the health care system has Been 
on a spending spree. Health care expenditures have somred^ 
both in dollars and as m percent of the Gross National 
Product. The ballooning of health expenditures can be 
attributed to a multitude of factors ^ including the chang- 
ing characteristics of our population,^ the growth of more 
sophisticated medical technology , government programs 
such as Medicare J. and the spread of health insurance . 
Since health care expenditures cannot grow forjever at 
such a frenetic- pace- mthdut devour 

pressures are being generated inside the health care sys^ 
tem as well as outside of it to rein in the galloping in- 
flation in health care costs. One possible means of 
doing this is the development of Health Maintenance Or- 
ganizations (HMO's), which provide comprehensive care 
for a fixed monthly fee and thus are a radical departure 
from our customary fractionalized , fee-for-service sys- 
tem of delivering care. 

Overall Trends in Health Care ^penditures m Costs 

jtealtih cara is consuming an ever larger portion of the 
nation's Cross National Product and of consumers' per- 
sonal consumption sypenditurms . 



NATIONAL HEALTH EXPENDITURES 

T otal national expienditur os for qth care more than quadrupled between 
1960 aiid 1974, rising from S25.9 billion to $104,2 billion . Healtl^ expen- 
ditures are increasing more rapidly than the Gross National Product National 
health care expertditures gre w from, 5,2% of the GNP in 1960 to 7.7% in 1974 . . 
[See Exhibits Iir-1 and 111-20 

The percentage of national health expenditures coming from public 
(that is, govcrnniental] sources^ increased^^from 25% in 19,60 to 40% in 1974* 



Public health expenditures include both direct governinehtai payments and 
payments made by the government to private .insurers who act as intermed- 
iaries for Medicare and Medicaid payments. 
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Exhibit TIN2 



f^ATlONAL ilFiAI/ni nXPONDrTlIRnS AND PHRCHKIT OF GRnSS 
NATIONAL PROnUCTi SnLnCTHn I'ISCAL YEARS 1950^1074 



'vvcvht of Gross Nritionai IM'oduct 
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Sources: U.S. Dcpnrrmont of Commerce, ntircnu of the Census, Statisticar Abstract 
of the Unit ed S trjf cs, 1974 fWnshingron, DX.: U,S. Government Printing 
, Office7'l974) tnhle 99. ^ 

Nnnc>^ Wonth in^ton , "Nationnl Health nxpendi tures , 1929-74,'* Social 
Security Bullet in , FebTunry 197S, p. 9. 



15,4 



■y Conversely, the portion of health expend ituros finnncod by private sources (con- 
sumers,^ philanthropy, and othors) has shrunk from 75^^ in 1960 to^ 60% in 1974* 
This shift is due priiharily to soaring govornniont expenditures for health and 
= medical services since the Introduction of Medicaro and Medicaid in 1966. The 
government's share in the financing of health services rose from 22% in 1960 
to 38%. in 1974. Government financing of medical reseai^ch has also grown, . ^ 
climbing from 80% of total research co.^ts in 1960 to 92% in 1974, In con- 
trast, public financirig of medical facility construction declined from 52% of 
the total in 1960 to 33% in 1974 as health- facilities were able to financQ a 
growing portion of their construction costs with commercial loans. 

"~ Thi^obyects'^of " our l^ ~ 

sources of funds, as 'can be seen in 'Exhibit 111 = 3. A growing ^prtion of ' 
our health dollar is going to hospitals and nursing homes, hlie^eas hospitals 
\ consumed 31% of national health expenditures in 1950, they absorbed 40% J 
in 1974. Nursing homes took only 1.5%. of our health dollar in 1950 but 7=1% ^ 
in 1974. The percentage of the health dollar going to physicians and dentists 
has declined somewhat, and the percentage going for drugs and sundries dropped 
from 13.6% in IQSO to 9.3% in 1974. The changing distribution of our health 
dollar is the result of different growth rates in per capita expenditures 
for different health" services. Total per capital expenditures for hospital 
care shot from $24.09 in 1950 to $190.44 in 1974, while total per capita 
expenditures for nursing home care climbed from Si. 16 in 1950 to $34.69 - 
in 1974. These increases are far greater than the increases in per capita 
expeiiditUTes for doctors and. dentists , as can be seen in Exhifiit 111^4 — 

\ - " 

The shift in the objects pf our health Expenditures reflects the growing 
role of institutions in our health system as our increasingly sophisticated 
medical technology requires that more and more care outpatient as well as 
inpatient be provided where elabprate equipment is available. The doctor 



Health expenditures by consumers inclu\le both out-of-pocket payments and pay- 
ments made by individuals to private inWrers for insurance coverage of 
health expenses, \ 
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Exhibit iri-4 ^ 

PHR lAPTTA EXPFNDnURES FOU SELPCTRH HRALTH 
RHRVlCnS: SELECTFD YEARS 1950=1974 
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black bag can no longer hold the tools needed for medical caro^j:k6 changing^ 
age distribution of our population has also' increased the demand for both 
hospital beds and nursing homes. The hospital has become the kingpin of the 
'health care system, and the government is becoming its qhief financier.. 



THE COST TO THE CONSUMER OF HEALTH CARE 



The government funds pouring into health care have not kept consumers 
from feeling the impact of skyrocketing costs. Directly and indirectly 
fthrough out-of-pocket expenditures and health insurance premiums), the con- 
^^TiTiYeT^5^^dl^~gtTT^eyoT^deep0T^ -Total. 



private consumption expenditures for health and medical care were $62. a billion 
in 1974, more than three times ^the $19.5 billion spent in 1960; CSee Exhibit 
lll-l.) ' Health card is notonly costing the private sector more; it is also 
absorbing a higher percentage of consumers' income. As can be seen in Exhibit 
ni-5, the percentage of total private consumption expenditures that went to 
medical care rose from 5.9% in 1960 to 7.8% in 1973. Qii a per capita basis, 
private expenditures for health services and supplies climbed steadily from 
$54/47 in 1950 to S102.44 in 1960 to $281.95 in 1974. ^ ^ 

^ Prices for. medical care have risen steadily since World War II. Like 
prices for services generally, medical care prices have risen faster than the. 
overall consumer price index. ^CSee Exhibit 111-6.) The price controlsin 
effect from AugustTo^l to April 30,'l974 slbwed down the inflation in health 
care costs, but these costs resumed their upward march as soon as controls 
were lifted. The charges of physicians and other health professionals have 
climbed at roughly the same rate as prices for all sorviecs, but hospital 
costs have gone through the ceiling The cost of a semi-private room in a : . 
hospital soar'ed 229S between 1967 and April 1^75, while op^erating room 



-U S. Department of Commerce; Statistical Abstract ... 1974 , op. c^. , Table 
101 -and Nancy Worthington, ''National Health Expenditures 1929-74," hocisLl 
Security Bulletin , February 1975, pp. 13 and 16. These figures xnclude 
the cosY of prepayment and, administration of health insurance. 
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charges rose 235*^ during that period. The graph In Exhibit ITI-7 illustrates 
the disparity botweon the price increases f©r hospital care and the rise in 
consumer prices genornlly. 

Whilo much more of Ajiiericans' income is going to health care, Amoricnns 
to some extent are also recokving morp. The numboi^ of active non- federal 
phy^^icians in patient cara, rise from 123 per. 100,000 population in 1965 to 131 
in 1973, and the perccntngo of the population that had seen a doctor some- 
time during thej year rose from 65% in 1963 to nearly 75% in 1973. On the 
other hand, the number of phyMcian visits per year per person was the same 
in 1973 as it had been in 1957^-53^^ _The^.^nuniber of dentists .p^*r., 100,000 popu-l-u. 



^lation^cfippod from 50 in 1950,\tp 47 in 1972, but the percentage of the pgpu- 
latLpn that had seen a dentist Isomctimc during the year rose from 40% in 
1957-S9 to nearly 49% in. 1973, ^\ f 

The average daily census in nil U.S. hospi tals ^ dropped from 1.4 million 
in 1965 to 1,2 million m 1973, more and more patients were movnd out of 
long-term institutions fur the chre of those with mental problems or tubcr^ 
culosis, iiowever^ the average daily census in non-federal ^ short-te™ hospi-^ 
tals rose from ^530,000 in 1965 tDifiSCOOO^ in 1975, a 28^1 Increase in a 

decade/^ ffie u^e of hu?;pit:il nntmirient fadl li ties hns grown at an eveii 

^ I ^ - 

moro accelerated pace., doubling between H)b^ :ind 1973. The number c< 

resident^; of nursini; ajid^personnl dare homes rose fi^om 491,000 in 1963 to 

1,07b. 000 In 197 1, an increase of l\Hfn/ 



See fixlilbit IV-19 in Chapter IV, 

U.S.' Depurtnicnt of Comnicrce. Statisjicnl Abst rin:t . . . in74 . op. cit 
107; and exhibit i-7 in Chnptcr I.. ' ™— 



, r JblA 



Amcricnn HospLtal Association , Jlo^pltfal Stntistica i 1974 Edition fChicaeo 111 
1974), p. 7; ■■ ■ ' — ' — — — — — ■ 



Ibid. 



U.S. rsopartmynt of Coimnercc , Sttitiyti bn J Abstract . . .19 74 . op. Qit . , Table 121 
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CONSUMER PRICE INDEXBS OP SELECTI-D niiMS: 1950 = 1075 

f 1950^1 on) .- , / ^ 




Sourcus: U.S. Depart. ::'nt of .Cominerce , Bureau of ,the C^^isus , Statistical - 
Abstract of thg United Stateg > 1974 fWashington, D.C.t u;S, " 
'VGo\^fnmcir£"Printing QfficG, 1974), TablQS 98, 665 and 666, 

^'Mt^diyai Care: . Rising Cost in a Peculiar Marketplace,'- Fed ^ 
oral Uqsqtvg Biink of' Richmond ECQnomic Revio w, March/ April 197S, 

' Boston Office of the U.S, Bureau of Labor Statistics,-/^ 



In sum, the Lncroases in the amount of medical and dental care received 
in this country are rclativoly small, but the utilization of short-term hos- 
pitals and espDcially of nursing homes has climbed rapidly* And whether in 
a hospital or a doctor^s office, the patient is generally receiving more 
specialized care given with more soph i ^iti cat ed equipment. And, thanks in 
part to the bettor care being given, our citizens are living longer and 
.-requiring more care by doctors, hospitals, and nursing homes than earlier gener 
ations required. But consumers, faced with today* s health bills, must some- 
times wonder. if the improvements in health care are growing as rapidly as 
health care costs, ^ - '"-^.^ 

\ 
1 

Hospital Expenses 

The steepest I cost inflation in the health care systern has 
occurred in hospitals . These institutions are now being 
pressured from all sides to curb their expenses^ Among 
the myriad reasons for the escalation in hospital expen^ 
ses are the ease with which hospitals could pass on their 
costs J the growing capital intensiveness of hospital care/ 
and the changing method of financing hospital capital ex^ 
penditures , Hospitals are now financing their capital ex^ 
penditur&s far less with philanthropic gifts and govern^ 
ment grants and far rnore with ^commercial loans ^ the re^ 
payment of which adds to hospitals - fixed costs^ 

RAPID ESCAUTION IN HOSPITAL COSTS 

While consumers are exprcssiijg dismay over their rising health care bills, 
the hospitals arc trying to copo i'iith esca lating' expenses . , Total expenses 
for non- federal , short°te nn hospitals multiplied five times between 1960 
and 19y5, risin gfrom jj^, 0 m i 1 lion \tQ $ 2 8. 5 mi 11 ion J The rate of increase 
was considernbly slower Jn the pre-Medicare period than it was later: Between 
1960 and 1965 total expenses for these hospitals rose 63%, while during the 
five yeurs from 1968 to 1975 the increase was 101%, Non-payroll expenses 
have risen twice as fast as payroll expenses, particularly in recont years: 
Between, i960 and 1975 payroll expenses rose 132%, while non-payroll expenses 
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jumped 260%, Total expenses for all types of hospitals, including federal 
hoipitais and long-tem hospitals, rose at a somewhat nov^ sedate pace than 
the expenses of the non-federal, short-tem hospitals. (See Exhibit III-8.) 

The reasons for these startling increases are myriad , as Is illustrated 
in Exhibit 111-9. 

# General inflation: Hospitals have been hit by rising prices for 
food, fuel, constryctiqn, and the like as much as other enterprises. 
For exajnple,, between January 1973 and July 1974, hospitals had to 
pay 15% more for the food served patients and 17^ more for fuel to 
heat t]wiT facilities.^ 

8 Population growth : As the papulation has grDUTi, so too has the nepd 
for hoalth care for that population* 

• rncrea sed utilization of shDrt-term hospitals : In non-federal, fehort- 
term hospitals, patient days per 1,000 civilian population increase^ 
from 1,072 in 1965 to 1,194 in 1973. This growth in the use of 
hospital services has many causes, among them the following: 

(1] A growing percentage of our population Is elderly and therefore 
in need of more health services than the population as a whole. 

(2i More people can afford to use hospital and other health services, 
in part because of the increasing affluence of the population 
but mostly because of the growing number of people who have 
their health expenses covered at j least in part by Medicare, 
Modicaid, and health insurance policies. There may be a na- 
tural law ''that says the cost of illness increases in propor- 

2 

tion to the ability to collect for it." 



^Kenneth Raske, "The Components of Inflation," : Hospitals , July 1, 1974, p. 69. 

-l.D. Robbins, "Health Costs A Ono-Wiy Street," Wall Street Journal, 
May 8, 1975, ' 
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Exhibit in -9 

FACTORS CONTRIBUTING TO THE INCRaASE IN NON-FEDERAL 
SHORT-TKRM HDSPITAL EXPENDITURES : 396S AND 1973 



$30^ 



$10 - 



- S9. 1 



$28.5 



35.2^ 




23.3% 



5,7%. I 
4.1^ 



[ piiiiiiitriitmim 



S9,l 



Increase in 
Nonpayrol 1 
Expenses ($6. I) 



IncreasD in 
Payrojl Exponses 
C$6.8) 



Inflat idn 
C$4. Si 

Increases ip> 
Utillsation^CSl.l) 
Population Growth- CSO. 8) 



1965 , 1973 V 

Source: Amerlcnn HoFpitnl ABSOciation, Hosp ital Stntistic-S> 1974 Edition 
Cnhicago, in, : 1974} , p, 20, V 

Note: All amounts, except those due to inflation, have been adjustod 
for the decreasing purchasing power of the dollar, 

^The Consumnr Price Index rose 40.8^^ between 1965 and 1973. 
^Non-fedcral short^terni hqspital patient days per 1 ,000 civilian popula- 
tion increased from 1,072 In 1965 to 1,194 in 1973. 

^The U.S. civilian population increased B!b% between 1965 and 1973. 
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(3) The present surplus of hospital beds may of itself be stimula- 
ting the demaTid for hospital care. "The observation that the 
number of hospital beds per 1,000 population differs substan- 
tially OTong areas without any . sizable effect on the occupancy 
rate has led to the proposition that the supply of beds 'creates 
its own demand Thus* current programs to curb the expan- 
sion of the bed supply may in the^ long run dampen the demand 
for hospital care. 

(4) Decreased utilization of long-term hospitals has increased the 

demand for short-term hospital beds. As patients are moved 

out of long-term mental hospitals, the need grows for psychic 

atric beds in short-term general hospitals. Wiile short-term 

hospitals' patient days per 1,000 civilian population increased 

21% between 1965 and 1973 j in long-term hospitals patient days 

per 1,000 civilian population were cut in half during that 

' _ _ 2 

period, dropping from 131 in 1965 to 69 in 1973. 

(5) The new medical technology has increased the demand for hospital 
care* New treatments have been developed fur diseases earlier 
considered untreatable. These new treatments often require 
elaborate equipment available only in a hospital. The new 
technology is saving lives^ but those who are saved may require 
periodic stays in a hospital for the rest of their lives. 

(6) The growing specialization of doctors, accompanying the new 
technology,^ appears to be increasing the demand for hospital 
care, '^A greater availability of general practitioners appears 



.Martin S. Feldstein, The Rising. Cost of Hospital Care ^ published for the 
National Center for Hearth Services"~Rese~arch and Development j U.S. Department 
of Health, Education, and Welfare (Washington, D.C. i Infonnation Resources Press, 
1971) , p. 30. 



Calculated from figures in American Hospital Association^ op* cit., pp. 20--21. 
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to reduce the demand for both admissions and for longer stays 
while a greater availability of other doctors has the opposite 
effect.., Estirnates suggest that an increase in the nuniber of 
general practitioners would induce a very large saving in hos- 
■ pita! resources, on the order of $39 » 000 a year per general 

■ 1,1 

practitioner. 

(7) Hospital emergency rooms are being used for primary care for- 
merly provided by private physicians. This trend appears to 

have been precipitated by a growing unavailability of physi- 

~ ~ 2 

ciaiis after hours and a decline in doctors* visits to the home. 

Tncreased capital and eguipmerit costs of hospitals : As indicated 
above, non-payroll costs of hospitals have risen faster than pay- 
roll costs. Non-payroll expenses were 37% of the total expenses of 
non-federal short-term hospitals in 1960, but by 1973 they had grown 
to 44% of the total. Assets per bed for these hospitals rose from 
$16,992 in I960 t6 $41,680 in 1973, with the biggest jump in assets 
per bed oceurring in the post-Medicare years:. Assets per bed arose 
a modest 18% between I960 and 1965 but leapt up 54% during the five 
years between igfes and 1973. (See Exhibit tII-100 Waldman has 
calculatcjd that the increase in non-labor inputs accounted for 31% 
of the rise in the cost per patient day in non-federal, short-term 
hospitals between 1951 and 1970, and the rise in prices for non- 
labor items accounted for another 10% of the cost increase. (See^ ^ = 
Exhibit III-ll 0 ^ 



^Martin Feldstein, ';Hospital Cost Inflations A Study of Non- Profit Price 
Dynamics," Aflieri can" Economic Review , December 1971, pp. 870-871, 

^Karen Davis, ^'Rising Hospital Costs: Possible Causes and Cures," Bulletin 
of the New York Academy of Medicine , December 1972, p, 1359* 



Id} 



Exhibit ni-10 

ASSETS PER BID 'AND PERSONNEL PER PATIENT: 
SELECTED YEARS 1960-1973 
CNon-federal, short-term hospitals). 



Assets Per Bed: 



541,680 




1960 



Porsonnel Per Pationt: 



1965 



1968 



1970 



1973 




I960 



1963 



1970 



1973 



Source: Amorican ilo^^pital AHHociation, UsMlBLImJ ^ 1974 Edition 

' (Chicago, 1 11. : 19T41 , p. 20. - . " 

^*Per^onnol per pnticnt in the iivcrnge dn i ly census . . ^ 
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Exhibit III-ll 

COST' PER DAY PER PATIENT IN 
SHORT-TERM COMMUNITY HOSPITALS: AVEMGE ANNUAL RATE OF 
JNCREASE AND PERCENTAGE DISTRIBOTION OF 
INCREASE: SELECTED PERIODS ' 1951-1970 



Item 


1951-1970 


1951-1955 




=^1960 


1960^ 


^966 


1S66-197C 


Percentage Inerease 


Total 


8 


6% 


8.4% 


6 


.9% 


' 6 


9% 


13.9% 


Increase in wages and 


a 

prices 


4, 


2% 


3.7% 


3 


.8% 


3 


1% 


7.8% 


Wage rates 




5 


8 




4 


.9 


4 


1 


' 9.8 


Price levels 




2 


1 




2 


.0 


1 


5 


4.8 


Increase in inputs^ 




A, 


4 


4.7 . 


3 


.1 


3 


8 


6.1 


Labor 




2 


9 


4.4 


2 


.2 


2. 


5 


2.8 


Nonlabor 




6. 


4 


4.8 


4 


.5 


6. 


0 


11.0 






Percent 


age distribution 










T^tal 


100. 


oi 


100.0% ^ 


100 


.0% 


100, 


0% 


100.0% 


Increase in wages and 


prices 


49, 


4% 


44.7% 


54 


.9% 


44 


7% 


56.3% 
J 


Wage rates 




39. 


1 


40.9 


44 


.0 


36. 


4 


42.4 


Price levels 




10, 


4 


3.8 


11 


.0 


8 


3 


li.9 


Increase in inputs 




50. 


6 


55.3 


45 


.1 


55 


5 


43.7 


Labor 




19. 


5 


31.4 


19 


.8 


22. 


2 


12.1 ^ 


. Nonlabor 




51, 


1 


23.9 


25 


.3 


33. 


1 


31.7 



Source; ' Samuel Waldman, The Effect of Changing T echnolofiv on Hospital Costs, Research and 
Statistics Note 4 ^Washington, D.C,: Social Security Administration, 1972). 



%ased on the weighted average of the two detailed con^onents listed below. 



^ - ■ 201 

ERIC 



(Ij The principal reason for the increased capita] and equl] 

costs Q§ hospitals is the new Tiiddical technology, which requires 
ever more elaborate facilities to treat patients and frequent 
replacement of equipment made obsolete by new developments. 
Hospital care is becoming more capital intensive as it becomes 
more sophisticated. 

(2)^ Another reason for hospitals* . rising capital costs is the 
reduced availability of philanthropic gifts and governincnt 
grants to finance capital expenditures. As indicated below, 
hospitals are increasingly financing their capital expendi- 
' tures with commercial loans, which require interest payments 
and periodic reductions of the principal, both of which add 
to capital expenses p _ . ' - 

Higher personnel costs : Four factors are pushing up the personnol 



costs of hospitals: 

(1) More highly specialised pfjrsonnel are required to operate the 
increasi'ngly sophisticated facilities mandated by the new 
medical/ technology. These specialized personnel earn higher 
salaries than the ordinary hospital employees, 

(2) The new medical technology requires not only mqre specialized 
personnel but also a higher density of personnGl, In 1960 

' there were 2.26 personnel per patient in non-federal, short- 
term hospitals; by 1973 there were 3.15, As with non-labor 
inputs, the increase in personnel' per patient was more rapid 
in the post-Medicare years: Hospital personnel per patient " 
\. rose 8^8% between I960 and 1965 and 15.8% between 1968 and. 1973, 
(See Exhibit Ill-iqO The growing density of hospital per- 
sonnel accounted for nearly 20% of the increase in cost per 
' ( patient' day between 19S1 and 1970. (See Exhibit 111-^110 



(3) The general rise in wages across the nation's entire work force 
has compelled hospitals to increase their wages in order to 
attract an adequate number of employees. As can be seen in 
Exhibit 111-^12, wages for employees in all industries rose 
nearly 74% between 1963 and 1973, The extension of the miiiimum 
wage law to cover hospital employees probably also had a small 
effect on average hospital wages* , . 

(4) Hospital wages have risen more rapidly than those elsewhere as = 
efforts were made to compensate for the low wages -traditionally 
paid by hospitals* As can be seen in Exhibit 111-12^ average 
earnings cf those ^employed in medical and other health services 
were only 66% of average eamiiiga in all industrieis in 1963 i 
and th'sy continued to bellow until Medicare was introduced. 
Thereafter^ wages in the. health system began to^ rise more' 
rapidly than wages olsewhere until by 1973 average earnings in 
health services were over 79% of those in industry as a^whole, 
"In particular, the wage rates of clerical^ housekeeping and 
maintenance workers in hospitals have Arisen much more rapidly 
than the rates in such occupations in other Industries. By 
1969, hospital employees often had fnigher earnings than other 
workers in the same job categories. Moreover, the rates of wagf 
increase have been as high for professional nursing and tech- 
nical staff as for the less skilled employees."^ Some of the 
**catching up" in hospital wages was due to growing unioni^atipn 
of hospital employees or just the threat of possible unioni- 
zation and some was due to the need to raise w&ges suffi- 
ciently to attract the growing number of personnel needed to 



"Feldstein.^ The Rising Cost.,. , op. cit , , p. 75, 

?A court ruling recently held that hospital employees are covered by the 
Nat ionar Labor Relations Board, 
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kVt^m AN-NUAL lARi^INCS PlR FULL=TIME 
EMPLOYED SELECTin INPUSTRliS:' 1963*19?4 



All IndusEfits 



Mining 



E ten 



Manufaeiuring 

DufabU' Coodi 
Traniportai ion 
Cpmsunieatipn 



ElecErlCp Gas i 
SanlEary Services 



WholesaU S Retail 
Trait 



Real Estate 



HedUal S Other 
Health Services 



GoverTyaent 6 Gov^n= 
ment Entgrprisei 



j 5.343 
1.771 



5,284 
6p8S2 



S S,S03 



Earnings in HediEal 6 
ot^her Health Ser^ 
vices as \ sf iaffi- 
ingi in Al 1 
industries 



S J9i 

3,452 
5,205 



6,196 
5,526 
6,703 
7,163 



S,261 

5,851 

4,130 
3,641 

S,48S 



65,8^ 



66. 2\ 



6,59S 

6,389 
5,691 
6,905 
7,484 



5,437 



6,05a 



65.5% 



6,647 
5,919 
7,158 
7,786 



2,434 



6,680 
6,180 
7,369 
8,129 



I 6,657 
2,633 

7,964 
7,953 

^-,347 
6,586 
7,881 
8,676 



$ 7,098 



8,326 
9,331 
7,S84 
9,015 

6,543 



67,4% 



6,717 



68.3% 

\ 



7,187 



71.1% 



9,359 



8,113 

7,3a& 

i,7l0 
'9,988 
8,397 



197? : i973 



I 8,059 



'9,831 
9,924 

8,640 
7,830 
9,248 
10,918 



8,035 



74,8% 



1 8,610 



10,332 



10;I54 

9,201 
5,397 
9,865 
11,738 
10,^43 
11,042 

7,640 



6,233 



6,797 



77.6% 78.9 



4,053 

11,441 * 
10,694 

9,75S 
8,741 
10,460 
12,740 
10,814 
1U743 

8,053 



79.4%^ 



Source: U.S. D.parts.nt of C™.«e, Burtay of E.eno^lc /^al^jli . igrvo^ 
Table t.ii and priar July liiues of |urvs^, Table. 



Current Busingis (VQlmae S4, HumhQt Tr-My 
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Staff a modern hospital.' For example,! the average salary paid 
, hospital residents rose from $4;037 in ia63-64 to $10,880^"in 
1972-73, yet as; of September 1, 1973, 9% of all residency ^ . 
positions were unfilled, and hospitals had been able to fill 
28%/of the positions only by using graduates of foreign. 
. medical schools.^ Salaries for. residents and interns, ^however, 
have risen more rapidly than those of other liospital employees^ 
At Massachusetts General Hospital, for example, nurses* wages 
rose 100% between 1959 and 1969^ but interns" salaries during ' 
_ihat^ period rosiB 1650%!^ ,Rising wage rates accounted for 39% 
. - of the increase in hospitals' post per patient day between 19B1 
and 1970, as Exhibit in-llVshbws. 
Weakening of incentives to keep costs down i . Th< power wielded by 
doctors over hospitals and the generous reimburseinerit of hospital ^ 
costs paid by Medicare and other health insurers, have made hospital/ 
administrators less ablp to. resist the various forces pushing 
hospital costs up, ;V , 
CI) Doct^s have been eager to add elaborate equipment to the 
hospitals in which they practiced, for practiciAg in a well 
equipped hospital added to^ their prestige in our technology- 



conscious hearth^ care system, whiie\the high cost o£. that 
equipment was of little concern to doctors who were able to 
■ : use :.it at no expense^ to themselves/ \ In. short, physicians in j 
general. have had no financial incentive to keep hospital costs 
- doTO, and it is they who/largely determine both the administration 

' ^ ^ ^"'Wd tKe 'costs ot hospitals," , . 

~ ' - ■ -■ , ., ■ ' . " - ■ . " 

^Anne Crowley, ed/^ "Medical Education In the Unit/d States , 1973-74," .Jou^^ 
Qf the American Medical Association ,. Supplement January 1975j p. 49. 

^Godfrey Hodgson, "The Politics of American Health Care/^^The Atlantic, 
October. 1973, p. -Sl. - ■ / ^ i ■ . 



h.D^Robblns, "Health Costs - A One-Way St 



reet,'^ Wall Street Journal , May 8, 1975, 
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(2T^^e consumer, too, has not been imraedlately concerned about 
rising hospital costs. Consumers protest loudly about rising 
health insurance premiums, but, when they enter a hospital , they 
want the best possible care because so much of the cost is cov- 
_ ©red by health insurance. While patients in 19S0 paid about. a 
' /'^^ird of their . hospital bills directly, they were paying only 
a tenth in ^1974, with^he government (53%), private health ^ 
. . irisurance (35%) and philanthropy (1%) paying the remainder. 
Therefore, the rapid escalation in hospital costs has brought 
oniy a modest . increase in the net price to the consumer, ' that 
/ the hospital's charge net of the insurance benefits. The \nat 
/ / price to the consumer is generally too small to deter him from 
/ demanding the most expensive care, and hospitals have encountered 

no consumer resistance when they raised their prices, 

(3) Hospital administrators at least in the p%&t? have had 

little incentive to keep costs down since third parties (Medi- 
care, health insurers, etcj have^ tended to reimburse them for . 
all costs no matter how rapidly those costs rose. Now; of 
course, third parties are seeking to charige their reimbursement 
procedures to make hospitals more cost conscious, (See the sec- 
tion on "Rate Regulation by the Government'* in Chapter rll and 
the section on *'Use of Health Insurance to Control Costs". later 
in this chapter 0 ■ But easy reimbursement of costs an the past 
made it difficult for hospital administrators to. resist demaiVds 
for wage increases or to ieny doctors^ requests for new equipment 
Hospitals have continued to add beds despite drops in their 
occuparicy rates. And inadequate utiliz^ion controls encouraged 
" . hospitals to fbilow costly procedures, such as bringing' patients 
in on Friday when no medical service was available until Monday o 
requiring a cheM X-ray every time a patient . entered the hos- ^ 
pital even when/the patient came in several times during a year. 



^Nancy Worthington, "National Health Expenditures. 1929-74," Social Security 
Bulletin; February 1975, p, 14* ^ . . . ' ' 



(4) The, passion fo^ high technology combined with weak incentives to 
, keep costs down has tended to push hospitals into adding facili- 
ties for which ther6 was inadequate demand. For example, of the 

' nearly 800^ hospitals equipped to perform open heart . surgery in 
.1972; a third had never performed such an operation^ and another 
third did less than 12 per year-^ An underutilised, facility is 
expensive to operate, for the high. fixed costs can be spreEd 
among fewer patients. The growing phenomenon ^of underutilized 
facilities is^ what has inspired the Certificate of Need laws 
described in Chapter II* ^ 

(5) Government price controls, while they were in effect, kept a lid 
on hospital charges, though charges shot up again when controls 
were lifted. Now the health care administrators* fear that con- 
trols may be reinstituted is spurring the installation of expend 
sive equipment that miglit- be^diff icult to, add if price cpntrols 
were in effect* , ^^^-^^ . 

s ^ Increased cost per patient day triggered by efforts t o reduce 
^- hospita^l utilizatdon : Hospital utilization review procedures and 
other efforts to eliminate unnecessary use. of Expensive hospital; 
services can ha\^e the perverse effect of increasing costs per 
; patient day. ' j 

(1) The elimination of unnecessary >ospitalizatioh-^may lower 

hospital occupancy rates. An unoccupied bed can cost a hos- 
pital as much as $36,000. a year in fixed costs^- and these 
costs have -to be added t6= the cost of caring for those patients 
■ < ^ who do occupy hospital beds. Thus, a IqWer occupancy rate in- 
creases the cost per patient day, for each patient has to bear 
ri larger share of the^hospitalVs fixed costs/ \- 



^David Blumenthal. and James Fallows, "ilcalth: The Care We Want^ and Need, 
Washington Monthly , October 1973, p, 18. ^ . ^ 

^Dr/Meyer Herman, Massachusetts. Department of Public Health, /Spring 1974. 
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(2) The requiremerit that patients 
an outpatient basis means that 
' the hospital aire more likely tc 
expensive to care for* The 



raise^: because there are fewer 
lower the average. 



(3) 



Reducing the average length of 
patient day, for the most e 
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I^PACT ON THE HEALTH CARE SYSTEM 
OF EFFORTS TO CURB RISING COSTS 

. The days of reckless' escalation in hospital costs are over. Coinprehen- 
sive ^health planning efforts. Certificate of jNeed laws, government regulation 
of hospital rates, and reduction: in .the government ' funds available for hos- 
pital construction and health research are applying cold compresses to the 
feverish e^ansion that infected the health care system in the 1960's. Even 
Blue Cross/Blue Shield' has instituted programs to make hospitals-more cautious 
about letting their costs run wild, as will be seen later in this chapter.. 



Ho 



costs, 



spitals will need to respSnd to this intensifie d concern about their 
They will, need to do serious, carefully thought out, long range 



t real 



planning to ensure that their plans are finaiicially feasible and will 
..needs of the community.; There will have to be far greater coordination o£ 
planb among health facilities in an area to Avoid unnecessary duplication of 
services and to ensure that, in ruthless cost-cutting, no setious gaps are 
left; in the services provided. \ 
/ rtced with soaring expenses^jnd possibly with aower 
PSRO's cut hospital utilization), smaller hospitals will 
merge with other institutions or to share facilities with/others. Hospitals 




cy rates (if 
under pressure to 
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may need to £6™ Tegirnal associations whose members share certain facilities, 
such as -a. laundry , or. certain staff, such as long rang© plaTiners. golected 
hospitals in such an associaHon might provide care for all the obstetric patients 
in the region, while other hospitals in the asspciation might provide care to 
coronary cases. Some trends of this sort have already begun ^ as can; be seen in 
Chapter IV. ' ' ; " 

Underutilized facilities . will have to be eliminated, and facilities for . 
highly specialised care will need to be res|ricted to a few institutions. 
.Other hospitals'will need to establish procedures for transferring to those 
institutions the .patients requiring the ipeciali2;ed facilities. . 

Hospitals will be under pressure to specialize more than at present. , . 
Rate regulation may in time push teaching hospitAls into eliminating from their 
rolls patients with simple maladies that can be/ treated as readily and J.ess 
expensively in community hospitais- Restricted both by financial prqblen^ ' 
and by Certificate of Need laws, community hospitals may find It less easy to 
add specialised facilities and may thus be forceijl to concentrate their efforts 
on patients with^ less compiex health problems. In short , government ;cegulation 
and economic pressures may ste^er hospitals into specializing by level, of care. 
■Hospitals providing simpler' levehs of care may be allowed to;add (or maintain) 
a few highly specialized services when the need for such services is great 
enough to keep the facility adequately^tillzed without setiously. lowering. the> 
utilization rates at other hospitals, in the area, . In general, however, the 
more specialized facilities will be:,designed. to serve patients in a wider airea 
than that normally serviced by a corpiunity hospital; when a community hospital 
adds a highly specialized facility, it will. In most cases, need to serve 
patients not only in its own service area but a so in the service area of other 
community hospitals, and it will>eed to have some rfeferral system with those 
other hospitals.* Here again greater . coorclination among institutions :Will be^ 
necessary. , \- ; . 

Under pressure from third parties eager to keep reimbursement costs loWj : 
price competition might be instituted for certain procedurejM Full reimburse- 
ment would be^ granted "patients only. if thay went to Insti tufions' that could 
provide the procedure at a cost beloiv thnt, ^spoci f iod by. thi rd parties . 



Although consumers are not tod cost conskous when buying hospital services, 
both the government and private health insuTers are looking, more closely at 
hospitals' price tags, and hospitals will- heed to mske greater efforts to 
keep their prices as low as possible. ■ . , - 

PSRO's, if they are effective, will presumably reduce the demand for 
acute care beds, but reducad utilization of acute care beds , is likely to in- 
crease the demand for less exponsive forms of care outpatient facilit,les 
for ambulatory patients and extended care facilities for convalescent p/i- 
tlents. Hospitals will need to expand their outpatient clinics (and ^fler- 
gency rooms) and t6 Organize .them so they serve patients, more efficiently. 
Belttor procedures will need to ba devised for doing diagnostic tests and 
pre-surgery tests on an outpatient basis as mufch as popible. More hospitals 
will have 'to provide for one-day surgerj' for simple operations that really 
do not require an overnight :stay in a hospital. PSRO's will probably also 
push hospitals into transferring patients more rapidly from acute care beds 
■to "progressive care" or "extended care" beds when the convalescing patient 
no longer requires such intensive Cand expensive] nursing services, .llospltals 
may need to transform some of their-acute care beds into extended care >eds. 
At the verr least, they will need to have firm arrangements with some ex- 
tended cate facilities to which they can transfer their convalescing patients. 

Comprehensive health planning efforts and Certt^icate- of .^Noed laws , _^ 
will surely slow the growth in acute care beds if tWB--demand for them is 
reduced by PSRO's, Not only -will the growth iri; beds' be slowed, but so too' 
will^the addition. of sprfciilized facilities. Technological change in the 
health carro system may occur at. a slower rate as hospitals find it more 
difAo'ult to raise the funds or gain the approval for capital expenditures. 
Ihdeed; .the stenW behind technological change'may be diminished if the cuts; 
in. health research expenditures in time reduce th.- pace of medical Slscovery. 

'Wage ihcr%ases are likely to,,,be granted with great^^^luctance by 
hospitals, .nlthough here the need/to curb costs wili be, countered by the 
growing unionization of hospital employees. 
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Some methods will need to be devised to make doctors more concerned 

about hospital costs than they have been in the pa^st. Sbmehow the dqctors 

will have to hi given a stake in the hospitals efforts to llvy 'within its 

■ *^ ' ' * " . 

budget , \ * , 

^ ' \' ' ^ ' ■ ^ ■ = ^ ■ . ■ ' 

The diminishing funds available , for research and the growing reluctance - 

of third paWies to reimburse hospitals for their teaching costs will compel 

hospitais td take a closer look at their research and^ teaching programs to 

determine rekl coits versus the real benefit's of these endeavors. Some 

hospitals may need to .reduce their residency programs or eHminate their 

nursing schools. Cost-benefit analyses may acquire the vogue^.^^^ 

exDansion plans did in the past. \ j 

FIM3ING OF HOSPITAL CONSTRUCtlON A!€i . , ■ \ " 

JH£ CIHANGING ROLE OF PHILANITHROPY . ' . - \, 

, Philanthropy played a major role in financing .hospital; construction in 
the early years of this century, but by 1973 philanthropy, wa^^^pByirif . less 
than 10% of the costs of hospital copstructiori., CSee Exhibit ■111-13; ) In^ ■■ 
the years aft|4r World War II, govornment funds disbursed under the ^ill- 
Burton Act financed a considerable portion' of hospital- construttion, but by 
1973 only 2l4 of hospital construction costs were being paid for by the. 
goverrirMnt^^'and most government funds were going for . the construction- of ' 
federal, state, or local government hospitals.; , , 

Now the major means of raising capital for constructio n Is debt, financing. 
By 1973, non-profit^; short-term hospitals: were covering 62% of their cotistruc- 
tion costs with coihmorcial loans Coften guaranteed by the govemment) , ahS 
fbr-profit. short-term hospitals were financing 80%. of their' construction with 
conunercial .loans. . \ ■ ■ 

' The- growth of debt financing has\been particularly marked since the 

introduction of Medicare. Hospitals ckn now- rely on commercial loans to 
finance' constr,uction because reimbutsements from both Medicare and "other heaath 

: Insurers cover the interest on these loans, and the .depreciation costs allowed- 
by third parties provide hospitais with the means to repay the loan principal . 
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B, PERCEHTAGE OF CAPITAL. FUOS USED PQR HOSPITAL CQNiTRUCTlON 
BY THE^SOURCES OF,aJNBS"l? 1961, 1909 AND 1973 
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Sourees: Soelal SecUTity AdDlnistratien. .: . 

*'Hew Hespitali Finance 'Ceri»tru^tion'S HQipiisli i Jm 1* 13?1» P' 47-53, 
'Trends in the Fln^neing of Hospitql. Cenit^ctien'n HajpjtaU . July 1. 1974. p. i« 
^1969 data based en eDnsiruecion enmplcted tn chat year| . 1973 data is fer seni£ruct|en best 
^Ineludes equity' far investor^ewnod fiAqllitiei,^ / 



Increasing reliance on commercial loans, however, is raising hospital 
costs, for commercial loans, unlike philarithrbpic- and governiTifent grants, must 
ba repaid with^ inte^rest , Capitai costs are a growing portion of hospital 
expenses* ' [ - / - ■ * ^ 

' ■ Although philanthropy is /playing a diminishing role in the health care 
system, it still has .an^ important contribution to make . For example, private 
philanthropy has become^ the/key supporter of community-sponsored.out-of-^ 
hospital medical care programs. Of the private foundation expenditures in 
the health field, more thkn half went for improving the organization and 
delivery of health services and for manpower training. Thus, while growing 
government funds are being explnded on the financing of health services, 
.private foundations are directing their efforts moro toward long-term pro- 
jects to improve the' heAlth care system%^^ Private philanthropy has become a 
major source of first s^age, "venture^ capital" support -for the formulation, 
of new projects or ideas; ^ Although private philanthropy now finances iess^^^ 
than 5% of the nation's health expenditures. It mayv in its small wayj con- ■ 
tribute to improving the delivery of. health care in this country. . 



/ 



Robert Blendon, "the Changing R^^of Private Philanthropy in Health. 
'vAf fairs," The^ New England Journai^ of Medicine , May 1, 1975, p. 948. 

^U.s/ Department of Commerce, Statistical Abstract .1974 , op, cit^. , .Table 10 



and ''The .Role of Philanthropy in Financing Health 
T974; p;' 39 



Care," Hospitals , December 
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■ The Ggomw OF . HE/U.TH Insurance ^ , 

■ To pay thair rapidly eBaalating health eare iillS/ roora 

jnore pmoplm arm maqulrlng somm sort of hialth in- 
sarmnae, ^Tpday 87% of thm populmtion is inmurmd for 
hoBpital BxpmnsesJ Si% xb Insur&d for- kurgiaal ex- 
pmnsmm , , and 72% iB inmrmd for r&galkr 
pMSBB. ThankB to hmalth inBUrmnam md govmrma 
progrmnm Buah mm Mmdiaarm, the apnBummr today must 
pay out, of hig p^akmt only 10% of him hoBpital aostm 
and iBBB thm 40% of Mb doctor hillB. Hpwmvmr, thm . 
poor have far Immm health inBuranam than thomm with 
highmr itiaomms, and^ mvmn m^ng thm largm portion of 
the population with ^hmalth inmuranc&f inBuranam bmnm^ 
fits may bm inadmquatm to proieat- thmn from BmrimBr 
inroads on thBir_ pursBB , parf:iaularly v^en a medical 
' aataBtrophB oacurm. HBalth dnsuranam is also growing 
inarBAsingly costly J In 1973 prBmimas costJconsmimrBT ' - 
3.2% of thmir diBpos^le incmB. SsctBnBivi insurrniCB 
covBragB hks inarBammd bo^ thB dmnand for iiBalth care 
and also thB cost of that aars^ " < ; 

T>E PRESENT INSURERS ' ' ^, ' ' ' / 



Hospital insurance datas back as far as 1798 whan the U.S. Marine 
Hospital Service /established by CohgresSj Qperatad a compulsory plan for 
merchant seamen* In 1847 the Massachusetts Health InsurMce Compmy of . . 
Boston became th6' first compi^y in -the country authorized to Issiit medical 
insurance. The biggest boost to modem hospital insurance came in 1929 
when Baylor University Hospital, in Dallas, Texas introduced a groi^y hos- 
pitalization plafi for local school teachers. This was the first Blue Cross » 
plan in the coiintry. This plan was initiated* not so muchj to meet^ con- ; 

sumer demands, but to meet the needs of the hospital,' which was aoncemed 

- . ^ - 

about its -lack of funds and the shortage of patients able to pay their hos= 
pital bills . Soon afterwards, other employee groups, such as newspaper and 
bank,employees, joined the plM J and similar hospitalization insurance plans 
began to develop in other parts :of the count:ty. ^ \j - 

' Since that small beginning in 1929, Blue .Cross/Blue Shield and medical 
society==approved plans have grovm so rapidly that by 1973 nearly 80 million 
Americans were protected for hospital expenses by these plans. The Blues^ 
thus, were serving 44% of all thosie insured for hospital expenses md roughly 



"V- 

\ 

• \ 
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similar percentages of those' insured for surgical expenses and of those in- 
sured\ for regular medical expenses. 

bo mmercial insurance compariies provide hospital expense protection to 
a much larger number of people, 108,6 million' individuals in 1973^ or 60% 
of the iotal." (The percentages total more than 100% because some people 
have coverage through more than one insurer*). 

So-called ^independent plans^^ provide hospital'' insurance .for a rela- 
tively smill number of people:. 9,5 million.dndividuals in 1973, Some of . 
these; "independent plans" are sponsored by consiimer groups, communities, 
fraternal groups, and private group clinics. In some cases these plans are 
contrdlied by consumers (eg,, Health Insurance Plan of Greater New York) 
and in some.\cases they are controlled by providers (e.g. , Ross-Loos Medical 
Group of Los\ Angeles) . ^Over half of the independent plans, however, are 

r industrial plans sponsored by an employer, by employees, by aunion, or- 
jpintly by employer and employees, ' Some cov^r ifwO-type providers such as 
thm Kaiser-Pemanente. (As indicated earlier, mO's Health Maintenance j 
Organisation^ provide, comprehensive health services for a fixed monthly 1 
fee,)l Many o^ the independent plans, bpth WlO's'arid others operate on^ a 
group practice; basis for one; or more benefits. " 

' Some. mo '^s do not operate; under independent insurance plans, but use 
either Blue ;Crdss/Blue Shield or. iniuranca companies' to cQver- air or a por- 
tion of the benefits provided. to the mo's members . " In such a case the HMO 
provides (or arranges for) comprehensive health services for its members, 
but contracts with -an insUrer to provide insurance coverage for some or all * . 
of these, services^ Sometimes it is the insurance company Itself which 
organizes or ainin^sters the ^O.. ft midjl974', at least 55 private insurance 

-fcompanies=had^som^ 71 ™0'»s in various stages of 



^Health Insurance Institute, Source: Book of Health B is urance Data 1974-75 
CNew York, N.Y,:' ;i974), p, 21% ^ . 

^Ibld. \ ■ 
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Ibid. 
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'development. Insurance companies /were a variety of functions for 

mO»sr financial support (loan coital, grant; equity capltai^ guaranteed 
enrollment, share in operating loss); consultation; administration; marketings 
out-of-area emergency coverage; reinsurance; proviHing hospitalization cov- 

- ^ ^ r . 

erage; and acceptance of risk on failure tQ;perforiii, - 

There is! cohsiderable difference, both in benefits covered and in the 
cost of premiums, between p-pup^Ansurarfce poli cies and individual and family 
policies. Persons able to obtain group insurance generally pay a lower pre- 
mium arid receive greater ; benefits : ^A11 thpse:in independent plans can be 
considered as belonging to groups, and a^ut ^|0% of those with Blue Cross/Blue 
Shield are enrolled through groups. - However, of persons insured through .pri- 
' vateiinstirance cqmpanies/ only abou^ ^group policy. Of all the bene, 

fit payments by private insurance {ddmpanies, only 16% go to holders of in- ■ 
dividual arid family policies,, but these;policy^ holders pay 26% of the health 
.insurance premiums received by these ^.companies; ^ " 

POPULATION COVERED BY INSURiSWCE ' ' , U 

The growth in^^the number of people, coverea by health/insurance- has been 
, phenomenal/ In 1940 only 12 million^ people were insured for hospital ex- i 
penses, 5 million for surgical.expenses, -.arid 3 million for regular medical " 
expenses. (Regular medical- expense insurance covers the cost of such wr- 
. vices as nori-surgical care by a doctor in the hospital, at home, or in a 
' physician *s office; md X-rays or laboratory tests performed outside of the 
hospital.) By 1973 the number with health insurance had climbed to 182 
million insured 'for hospital/ expenses, 169 million insjared for surgical ex = 
penses, and 152 million insured for regular medical expenses. Thus, lesg 
than 10% of the resident population were insured for hospital expenses in 



^Hftaifh --Tnsurance-Inst4tute- — Book, of Health Insurance Data 1974-75 
Cl4w York, N.Y. : 197^ , p, 16. ] ' . ' 



2 ■ " 

' Ibid. , pp. 38 and 48 
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1940 whilB 87% were so insuredqn 1973 . As for surgi cal expenses . only 4^ - 
were insured in 1940 but 81^ were ^s^ed in 197 3. This, is: shown graphically 
Jn Exhibit III-14 and statistically in Exhibit III-15. 

Insurance for medical expenses other than surgery covered 72% of the • 
population in 1973. but this coverage is often only for care related to a 
hospital stay. Only, 34% of the population had insurance coverage for physician 
care in the office or home. - 

Although health Insurance has -grown :rapidly for those with middle and. ■ 
upper level incomes, the poor still have- relatively little of it; In 1970, 
only 39% of those with a family income of less than $3,000 had hpspital in= ,. 
surance, and only 37% had surgical insurance . Of those' with an income be- 
tween $3,000 and $4,999, only 53% had hospital insurance and 50% had surgical 
insurance." In contrast, 90% of those with, an income of $10.000^ or mora had 
hospitar insurance and 88% had surgical insurance. [See Exhibit 111-16.) . . 

Health insuranie, beneficial as it is for those who have it, thus fails 
to cover that part o/ the^pdpulation most in need of It -- the poor. Medi- 
caid was instituted to fill this gap, but escalating costs have caOsed ; 
states to cut back on those covered' by Medicaid and to reduce the benefits 
for those covered. Thus the near poor are often covered neither by Medicaid 
nor by health insurance. - , ■ ' " 

• The inadequate health insurance coverage of the poor and near poor., has 
two principal underlying causes: Health insurance premiums are too costly 
for them, and many of them are unemployed or work on jobs where the employer 
provides- no' health ^surance. One reason for the striking growth in health 
insurance covbrage' is \he fact that health insuranM.^s one of the benefi^_„ 
employers frequentll offer employees, and employers often^pay.at least a 
portion of the premium. About' a third of workers in group health insurance 
plans had their premiums paid in full by their omployers, and another 47%- 



Vrjorie Smith Mueller, "Private Health Insurance in 1973: A Review of 
SSrage, Enrollment, .and Financial Experience," Social Security Bulletin, 
February 1975, p. 22. ' . ' 
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"1OTAL U.S. POPUMXXQfi.vm^NUMRR 
WITH HEALTH INSURANCE PROTEGTION : / 1^40'-1973 
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sources i 



Health Insurance In s t i t u t e ^ Sourco Book of He alth Insurance Data , 
iQ74..ig7h fKew York„ :J/Y,! Hpaltii rnsurance Institu'ta, 1974], 

p. 20. ' - / ' ' 

LL DepartmenT of CDnimorco^ Bur elf u~ n e r eTisTj W",° 3T^arrs"rrclT ^" 
AH^rrarr nf the United Stares: .1974 fWashington, D,C,: U\S, 
Government Printing Of flee , 1974J , Table 2.. -^-^ --^ . 
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WEE OF PEOPLE IN U.S. IflTH HEALTH IMCB 
inyPE OF COVBRAGE: SELECTED MRS 194049?3 
(OOO's) ^ 
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net total of people protectad, 1..., / ■ ^^^^^^^^ 

has been elininateil, Tbe "Hospital Enpense", Surjical Expense , m . s _^ _ 
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Exhibit III- 16 

PIRCINT OF THE POPULATION UNDER AGE 65 WITH HEALTH INSURANCE 
BY FAMILY INCOME r 1970 



Family Income , 


Hospital 
Insurance 


Surgical 
Insurance 


$3,000 


39.3% 


36.7% " 


$3,000-14,999 
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74 . 5 ' 
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^ 88,3 



Source: U.S. House of Rapresentatives, Committee on 

Ways and Means, National Health Insurance . - 
Resource Book , April II". 1974^CWashlngton , DX.t 
U,S, Government Printing Office, 1974), p, 77, 
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of the workers shared the cost of the plan.^ But those who have no job - or 
whose employer offers no health insurance - not only get no help in paying 
the. premium for insurance; they also may be unable to got a group health in- 
surance policy and must rely on an individual policy. And individual poli= 
cies generally are both more costly and provide fewer benefits than group 
policies. Thus, the person unable to get health insurance through his job 
is doubly handicapped. And it is- generally low wage earners who are not 
able to get group health insurance. Although nearly 90% of workers in manu- 
facturing industries are covered by group health insurance, ^in service in- 
dustries, where wages tend to be low, only 55%?^are covered. . While well 
over 90% of full time workarc earning $9,000 or more are covered by group 
health insurance, only 59% of full time workers earning less than $5,000 



3 

have such coverage. 



Even for people covered by insurance, the insurance often does not \ 
provide complete coyerage, particularly for those who have individual policies 
Although some hospital insurance policies, provide full coverage of daily room- 
and-board charges, others pay only a percentage of these charges, and still 
others pay a fixed dollar amount no matter how high the actual charges may 
be. Moreover, full coverage is not always , provided for/ancillary hospital 

services such as laboratory tests," X-rays. aJiesthesia ^'ervices . use of the | 

i 

operating room, and intensive care. , i 

Many insurance policies also put a limit on the total benefits that r | 
will be paid or, on the number of days of hospitar care they will cover. Thus 
the patient with a medical catastrophe may.be faced with catastrophic out- | 
of- Docket expenses even if he has health insurance. To compensate for the j 
limits- imposed on some health insurance policies, growing numbers of people^ ■ 
have taken out.major medical expense policies, which cover unusually heavy 



^Walter Kolodrubetz, "Group Health Insurance Coverage of Full Time Employees. 
1972,1' Social Security Bulletin . April 1974, p. 17. . I 

^Kolodrubetz, op. cit, , pp. 17 and 20. 
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expenses resulting from prolonged illness or serious injury,. The number of 

persons with major rnedical coverage from commercial insurance companies grew 

from 108,000 in 1951, the first year the coverage was widely offered^ to 82 

million in 1973. Blue Cross/Blue Shield provided this coverage to an addi- 

2 

tional_ 37 million people in 1973, and many Independent plans also cover 
major medical expenses. However, a considerable portion of the populavion 
remains without coverage for medical catastrophes* 

.HEALTH COSTS CO/ERm BY TNSU^CE 

Thanks to the growth of major medical policies, to the expansion of 
benefits on other hospital insurance policies, and to Medicare and Medicaid^ 
.the portion of consumers' hospital bills covered by either insj^rance or the 
government has grown over the j^ears until .by fiscar 1974 the ave^rage^ out-of- ' 
pocket cost^gjthe consumer for hospital car^ was onj^ IM _of the^ bin . Pri- 
vate insurance was paying 36%, and the government (through Medicare and Medi- 
caid) was paying 53%. (See Exhibit III-170 

With a growing portion of the population insured for regular medical 
expenses as well as surgical expenses / insurance now covers roughly the 
same percentage of consumers- doctors 'bi^ls as their hMpit^al bij^ls^ bu^t 
here consumers* out-of 'P^qcket costs are 39% of the total because the govern- 
ment pays only 24%_ of per s^onaj^ expenditures for phxs^ician^' seryices^ / Per 
capita out-of-pocket expenditures for physicians- services were $34.37 in 
1974, while per capita out-of-pocket expenditures for hospital care were only 
$19.90/ (See Exhibit III-180 The fact that third parties cover m far larger 
portion of hospitai bills than doctor bills is undoubtedly one reason that 
hospital utilization has grown so much more rapidly than the use of physicians* 
.services. Physician fees have risen at a mord temperate pace than hospital 
charges J but the impact of escalating hospital charges has been diluted for 



Health insurance Institute, op^ cit. ^ p. 26. 

2 

Mueller, op . c i^t . ^ p, 50. 

o 

ERIC 



Exhibit 111-17 . . ' 

PERCnNTAGE OF VARIOUS PERSOM.lL TiEALTH EXPENDITURES 
PAID BY DIFFBRENT, SOURCES: FISCAL YEAR 1974 
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Per Capita 
Expenditures : 



Hospital Care 
$190 ^ 



Physicians' 
Services $88 



Dentists' 
Services, $29 



Drugs and Drug 
Sundries $45 



All Other Serv- 
ices (including 
nursing home 
care) $67 



Direct Payments : 



Source of Payment 




20% . 40% 60% 80%^ 

Percent^ of Total , Per Capita ExDenditures 



100% 



Third-Party Paynients : 
illlill Public- 



Phi lanthropy 
and industry 



' Private Health 
Insurance 



Source: Nancy Worthington ^^National Health Bxpendilures, 1929'-74," Social 
. Security Bulletin, February ,1975, p. IS. 
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Exhibit III- la 

'i 

mm OF PEE mm persoil health mi mmmm' 

■ PMO M THIED PilETIiS; FISML m im ■ ' . 



1^. 



m 



Per Cipiti 
Expenditure . 
For: ' 


Total 


Out^of- 
Pocket 

, Papsnts 


Thiid Pjirty Payiiints 


lotai 


Private! 
Health 
Insuranei ' 


Governraent 


Philan-'. 
thropf and 
Industty 


Total Personal 
Health Care ^ 


|420Je 


1148.16 




ilQ?.?4 


|15i.09 ■ 


m 


Hospital Care 


190.44 




i?0,54 




100. ?1 


2.59 


Phpicians' Services 






54.10 


m . 


21.06 ^ 


.07 . 


Dentists' Services 


„ im - 


im:: 


■ 4.07 




^ L59 


.00^ 
.00 


Drugs and Sundries , 


45.14 






■ lU 


.3 JO 
3i:03 


All Other Services 




30.94 


16.52 


2.26 


3.23 ., 



Sourcei, Nancy irthinitoii, "National Health Expanditures, 1P29=74," Social Security Bulletin 
' 197S, p. 14. ^ ' ■ ' / ■ ■ ■ ' 



^hi^ 



s fifure for personil health care expenditurei does not include the eon of 
and adsiinistration of health insurance. ' ■ 



prepapsnt 



b 



"Ineludes other professional services. eye|lasses^ and appliances, nursing home care, and 
other sirvices not classified elsewhere. 
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consumers by the fact that their direct Eayments for hospital expenses are 
such a small portion of the total. From the point of view of a consumer- ; 
paying his medical bills, hospital caro is the least costly type of health 
service, even though, from the point of view of the nation, hospital care, 
is more than twice as expensive as any other health care. 

Since only about 11%- of the population under 65 has insurance for 
dental care,^ it is not sui-prising that consumers must pay directly over P,6% 
of their dentist bills. Nearly 65% of the population under 65 has insurance 
coverage for out-of -hospital prescribed drugs, but such coverage is limited 
and, -of course, does not cover non-prescription drugs. Hence, consumers^ must 
pay on their own 86% of their expenses for drugs aifd sundries. 

" Of total personal-health care expenditures, the portion that consumers 
have had to pay out-of-pocket has shrunk from 68% in 1950.to 35% in 1974. Yet, 
, while consumers are paying direc tly an. ever smaller percentage of their health 
care costs^ direct payments are costing consumers ever larger sums of money: 
Per. capita out-of-pocket health expenditures have climbed from $46.89 in 1950 
to $148.86 in 1974. CSee Exhibit 111^19.] \. ^ •■ 

Not only has there. been a steep rise in consumers' out-of-pocket health ■ 
care costs, but health in suranco^gremi^ consumer s a m ountijig 

portion of their income . In 1950 health insurance premiums constdtuted 0.9% 
of disposabU personal income; by 1960 they had risen to 2.1% and by 1973 to 
.3.2%.^ Some people feel that health insurance is becoming so e.xpensive that 
many people in the lower-to-middle income brackets cannot afford the pro- 
tection even if their ciiployprB do absorb pavt 0+" the cost. 

. The cost of administering health insurance has also been climbing. The 
per capitT^cost of prepayment and administration of health insurance rose from 
$1,89 in 1950 to, $7. 26 in 1966 to $19.67 in 1974. As with so many other health 
care costs. Insurance administration costs have risen much more rapidly in the 



^Mueller, op. cit . , p. 22, 



2 

Ibid. 



V,%ealth Insurance Institute, op. cit . , p. 49. 
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Hxhibit III-19 



SOURCR OF FUNDS FOR TOTAL PERSONAL HEALTH EXPENDITURES: 
SFILKCTHD FISCAL YEARS 1950 - 1974 



Per Capita 
Expenditures : 



1974 
$420.38 



Direct Huyinoiits 



Third Party Paymonts 




1970 
$291,69 



1960 
$125.74 



1950 
S 68,65 



1.4% 



2bM^ 

■I ^ 



24.01^ 




37. 6^ 



1.5% 



' 34.2%' 



2.31- 



20. 7% 



21.7% 



3.0% 




8.5%- 



20, 



()%' 



Diroct PnymuntH; 



zn 



40% 



60% 



80% 



100% 



Percent o"^ Total "Por Capita KxpendlturoB 



ESS ■ 

/ 

rhird-f^ar ty Payment s : 
I j Publ LC 



Phi 1 an th ropy 
and Industry, 



Private HoTilth 
Insurance , 



Source: -Nancy Worth ington . '^Nat inna 1 IP;ilth Expenditures, 1929-74,", Social 
Se_cj.ir i ty_BLi U otjji . l-ehruary 1975, pp. 13, 17. 

^Expenditures for health serv i ces' land suppl ies cxc lusive of those for govern- 
ment health ac t i v i ties and expenses. for prepayment and administration of 
insurance. , 
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post-Medicare years than they did earlier. Per capita expenses for pre- 
payment and administration rose 64% between 1960 and 1966 but climbed 106% 
in the six ye,ars- b.etween 1968 and 1974. Expenses for prepayment md adminis- 
tration were Is. 4% of total health expenditures in 1966 but had risen to 4.0« 



in 1974.^ 



' OperatiTig expenses average 13.7% of premiums for all health insurers, 
but there is considerable variation. Blue Cross/Blue Shield '.s operating 
expenses were 7.0% of premium income in 1973, and independent plans' were 
7.6%. With insurance companies' group policies, operating expenses were 13% 
of premium income,, but, with their individual policies, operating expenses 
consumed 47% of premium income.^ No wonder holders of individual health in- 
surance policies are getting such poor coverage for their hi^h^remiums .' 

Over 60% of the benefit payments by all insurance companies went for 
hospital , care,, and just over 30% went for physician services. However, the 
ratios were quite differeni: for the independent plans' of their benefit pay- 
ments. 38% went for hospital care, 41% went for physician services, and 15% 
went for dental care.- This, of course, reflects the fact that independent ' 
plans. often ■cover a pre-paid group medical practice and increasingly also a 
pre-paid group dental practice. 

f 

IMPACT OF HEALTH INSURANCE ON THE 
DeMAND FOR HEALTH CARE AND ITS raST 

With ever more comprehensive health insurance coverage, pa tients, can not 
• only afford mor e health care, but they have little incentive to seek that care 
in the most economical manner . Since the consumer's out-of-pocket cost for . 
hospital care is so low, he sees no reason not to get the best care and is 



''^Worthington, op. cit . , p. 13. 
2 

Mueller, op. cit. , p. 32. 

;3 . ' 

Ibid. , p. 34. , . 
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' generally oblivious of the ultimate impact of costly care on his. health in- 
surance premimns, !'Be'cause we are called on to insure expensive procedures, 
wb are groviding incentives for their use.^'- **This induced demand for ox- 
pensive care gives a false signal to hospitals about the type of care that 
the public wants. Unfortunately, the- production of high-cost hospital care 
is a self-reinforcing process: The risk of vary expensive hospital care 
stimulates patients to prepay hospital bills through relatively comprehensive 
insurance i while the growth of such insurance makes hospital care more ex- 
pensive. In short, our current method of financing hospital care does not 
give consumers an opportunity 'to register their preferences between higher 
and lower cost hospital care.... The rapid growth of the Kaiser-Permanentfe 
health programs [discussed^ later in this chapter] supportj the view that, 

when patients can choose in advance^ many of them will select a system in 

-= 2 
which costs and the quwtity of services are lower." , 

Tae fact that heal th insurance covers some services_ and, not others^ pauses 

distortlpn in the utilization of services . When insurance covers a procedure 

given on an expensive inpatient basis but does not cover the same procedure 

on a less expensive outpatient basis, the patient naturally will elect to: 

get the required care on an inpatient basis, for that way it Is cheaper to 

him even though m;*ry r-%uM^nsive in terms of the cost to society. Recognizing 

the distortion ,u diiinand crnated by such vagaries in insurance coverage, 

health Insnr-i^A have greatly enlarged their ,coverage of outpatient care 

and hnv^.* r.nuroby rc*duced the artificially high'^^demand for inpatient care. 

Studies* h"ive '^hown that subsidizing consumers* use of outpatient care leads 

3 . 

to s^z^aule *:ibit£s from inpatient to outpatient care^ and indeed by 1974 



Rashi Fein, "On Achir 'In-:^ Access and Equity in Health Care," Milbank Memorial 
Fund Quarterly , OctobcT )972, p, 168. 

"Martin Feldstein, The Rl'^ ing Cost of .Hospital Care (Washington , D.C. : Information 
•' Resources Press, 1971), p. 76, 

^Karen Davis and Louise Kassell, "The Substitution of Outpatient Care for 
" " Inpatient Care," The-Rev l aw of Economics and Statistics , May 1972, p. 119. 
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Massachusetts Blue Cross was paying 8 outpatiant claims for every 2 inpatient 

, , 1 ' 
claims. 

. However, distortions continue to exist: Since insurance coverage is 
generally better for hospital care, than physician services, hospital uti- 
lization has been rising, particularly since Medicare and Medicaid were in- . 
troduced, but there has not been a matching rise in physician visits. When - 
we get seriously ill in this. country, we are generally able to get the hos- 
pital care we need, even if our income is low; but financial barriers seem 
to hinder some of the population from going to the doctor early enough and 
frequently enough to prevent treatable . maladies from reaching the point where 
hpspitali^ation .is necessary. 

There , is a crying need for more dental care not only among our low 
income groups, but also among those with a middle level income^ As was shown - 
in Exhibit 1-7 in Chapter I, only 33%, of those with a low income and 41% of 
■those with a middle income went to a dentist sometime during 1973/ Yet 59% 
of those with a high income had^^ seen their dentist during the year. Ob- 
viously a major reason for the inadequate dental care being received by large 
segments of our population is the fabt that coverage for dental services is 
so poor not only by health insurance policies but also by Medicare and Medi- 
caid. CIt should be noted in passing that consumers on the boards of neigh- 
borhood health centers have been vociferous in their demand for more dental 
care in the centers, The doctors working in the centers tend to favor an 
expansion of mental' health services, while the patients are generally ' far j ' 
more concerned about dental services.) 

The expansion of major medical insurance may have an unfortunate side - 
effect on the health care system. Such insurance can, of course, rescue a 
family from the devastating financial impact of a medical disaster that 
otherwise could cause financial problems even for a wealthy family. But 
major medical insurance does push the health care system into devoting a 



Massachusetts Hospital Association, Monday Report , June 17, 1974. 
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large portion, of its resources to caring for relatively rare medical catas- 
trophes and thereby tands to foster neglect of routine care for larger rium-- 
bars of the population. . Insurance coverage of routine care is far less ex- 
tensive, than coverage for major medical problems^ and the difference in in-' 
surance coverage affects the focus of health care in this country. 

In general then, the priorities in our health care system have not been 
determined by consumers in their role either as patients or as voters; our 
priorities have been shaped by third parties who have paid inadequate atten- 
tion to the ultimate effect of the insurance coverage they are offering. 

The third parties have also been insufficiently conceirned about the 



cost of the care they were insuring . For years the Blues and commercial in- 

' - ' « . 

surajice companies blithely reimbursed hospitals for their incurred costs with- 
out raising any serious questions about the rapid escalation in those costs* 
Fired by a passion for offering the best possible care in their institution^ 
hospitals ware incessantly adding to their equipment and expanding their 
facilities without giving much thought to the cost^ of these improvements. 
The' costs didn*t concern the hospital, wKi:th could pass them on ^to the third 
parties, and the third parties weren»t worried about them because^they 
could pass them^ on in higher premiums . The situation was aggravateu ftr the 
fact that Blue Cross boards tended to be dominated by hospital. trus^ :^^^n . 
senior medical staff, and others representing the providers who wanted io 
make these costly improvements. '^Given the coinciding interests, attitudes^ 
and personal, contacts of many hospital administrators, and of the Blub Cross ^ 
people,: it is not too harsh to say that *the hospital people* were given 
their own ticket to write. They could^ and did^ expand their buildings, 
take on new staff, invest in fancy electronic equipment, make generous ' 
settlements with the unions and could be paid whatever, the bill 



to,,, just as long as the friendly fellows at Blue Cross or at the insurance 
company said it was OK..," \ ^ ^ \} 



^Hodgson, op,, cit , , p. S3, 
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Extensive health insurance has also tended to make the medical pro- 
fession unconcerned about costs. The doctor could pressure "his" hpspital 
to install elaborate facilities because the hospital could. always pass on 
the cost of those facilities to the third. parties* Knowing that his patients^ 
'were insured, the doctor could prescribe_all sorts of treatment without being 
concerned about the cost-tb the patient,. Since it is the doctorj not the. 
pitient, who deteimined the utilization of many health services, it is pri- 
marily at the doctor's door that should be laid the blame for any excess 
utilization of expensive services* 

Alarm over the rising cost of Medicare, Medicaid, and health; insurance.! 
premiums is now changing all this^^ As was indicated' in Chapter II j both the 
federal and state governments are making some efforts to curb the rise in 
hospital costs, and Blue Cross itself has undertaken increasingly stringent > 
measures to cool the boom psychology that pervaded the hpspital system in the 
1960 's. .. o 



^Of course, the doctorS-^argii^ that, if they have o^^ered unnecessary services, 
.it was to protect tfiemselves from malpractice suits. 



Use of Healt>i INSuRA^rcE to Control Costs 



Health inBuranamf which hms played an Important role 
in pumhing up the .aoBt of health oarm^ now being 
used to curb thoga costB. inBurerB are moving away 
'from reiroB^ativm rein^urBement ^ in whiah hBalth 
\aare JjiBtitutiohB are rein^ursed on the bamiB of. 
1 charges or incurred toosta and have no inamtivB ho 
'keep their aharges or aoBts low; inBteadf insurer 
(and .Btate rate regulators) are beginning to_ ex- ' 
periment with proBpeative reimburseinent / which is 
baBed on coat projeations md givBs providmrm an 
inatintive 'to live within their projected budgBtB* 
Other effortB by h&Blth inBurerB to cut costs are 
similar to those imployed by federal and BtatB 
V ' governments to aurb unneB^Bary conBtruction or 

use of hoBpital, facilitieB\. ^ ' , 

RE MURSEMENT SYSTEMS - • ' ' ' " ■ 

Raimburffement can take three basic forms. The tradltiQnal form is simply 
that of patient on the basis of stated charges . This is the primary means of 
payment in most industries ^and is generally the method by which the .commercial 
insurance companies make^reimbursements for health care.^ ' 

Blue Cro5S and the federal government, however, have used V second re- 
imbursement system, namely reimbursement on the basis of the incurred costs 
of the institution . "In a very general way, such a cost-based system results 
in payment to the institution of the same proportion of its total costs as ^ 
is represented by that proportion of its total volume covered by that parti- 
cular plan. Stated anather.way, cost-based reimbursement ^systems result in. 
payment for charges for the services delivered less the differences between 
average costs and average charges for that particular service. \ Viewed fronl 
either direction, cost-based reimbursement systems result in payment at. a 
discount from the stated charge as long as costs are less than. stated 
charges."" However, payment is based on costs ot^ charges, whichever is lower; 
hence, an institution may not be reimbursed for the full cost of a service if 
the charge for "the service is less than the actual cost. . ^ ' 



-J.B. Silvers and the staff of the Cambridge Research Institute, "The Changing 
Financial Environment of the Health Delivery Industry," unpublished mono- 
graph, June 1, 1975, p. 1S.= v V.. ^ ' , 




Since chargas for most services^tend to be somewhat higher than the 
cost as they are in 'any industry the commercial insurance companies . 
have protested that their rivals in Blue CrosSj when using the *'lower of cost 
or charges'' systemj pay the hospital only 8S-88% of the regular charges, while 
commercial ' insurance companies must reimburse the patient for the full 
charges. Thus, the coimnercial companies feel that they^ are, in effect, sub- 
sidiEing the B^ue Cross members* use of hospitals. 6 

Of greater concern to the economy as a whole is the fact that pa>inent on 
-^the basis of incurred costs eliminates any incentive to keep those costs low,' 
As long as a health care provider keeps his charges higher than his costj the 
third party will reimburse the provider for all his costs no matter how ra- 
pidly they rise. . ^ 

Because reimbursement on the basis of either charges or incurred costs 
.was fostering a frenzied escalation in health care costs , a third system of 
reimbursement is being tried by a few Blue Cross plans and by rate regu- . 
latori, in some states: incentive reimbursement or prospective budgeting^ 
This system' provides some incentive to Hospitals to pperate within a ' 
reimbursement formula negotiated prior to the actual period involved. Pro- 
spective .reimbursement is normally used rather than the traditional retrospec- 
tive-reimbursement: 'Retrospective reimbursement is based on costs or charges 
in the current, or immediately preceding, period while prospective reimburse- 
ment is bas0d on estimates of future costs. 

Incentive reimbursement generally rewards hospitals which keep costs . 
below the predetermined ceiling by allowing them to keep. at least a portion 
of the difference between their actual costs and the prescribed cost ceiling^ 
These hospitals can then use their surpluses either for capital expenditures 
or for general operating funds* Institutions whose costs exceed the ceiling 
must sustain an operating loss* and repeated losses may in time result in 
the demise of the institution. 



!-Aid for Blue Cross in Nixon's Plan,'' Business Week, February 27, 1971, p. 94 



Prospective budgeting demands of health care pro/iders careful| planning 
and more rigorous fiscal management, with better ^ecastiri^ and budgetihg 
and tighter cost controls. It encourage^ instlt^ions to identifyland moni- 
tor .the cost, implications of the quantity, quaWty, and scope of their ser- 
yices. " 



mm 



prospective reimbursement is used as an incentive to k eep costs 



- d Qwn> a variety of forinulas is possible 

^— — -. / '/ , . ^ ■ ■ - 1 

: ^ Target rat^ of increase are/set, with co sts not allowed to increase 
more th^r/a prescribed feden ta ge over costs .in a base Tieriod . 
Target /ates may be set. .on total costs or.on a line-item basis. 
9 A ho^^^italU budget for the coming period is agreed on in advance 
^!5)^the Individual institution and the ^rate-setting body . 
' - The agreed-upon budget may be for the Institution as a whole,^ 
for the individual departments ^ or on a capitation basis (that 
iSj a frxed^sum per patient served by the institution). The 
capitation basis is generally feasible only with an institution 
serving an HMO ^ or some other prepaid group practice, Prospec- . 
tive budgeting done by department focuses attention on depart- 
ments wherd^ costs or productivity are out of linaJ "Given 
the difficulty of identifying and "measuring all of the rele- 
vant dimensions of hospital output C^spacially quality), a case 
can be made for using the departmental budget or specific ser- 
' ■ vic|s payment unit for departments where output can be measured 
' (or where. quality is not a problem) and some other form of reim- 
- bursement for those where it cannot.'! . 
1 In reviewing a hospital's budget , operating costs are sometimes 
considered separately from capital costs, teaching programs, bad 



^William Dowling, "Prospectivb' Reimbursement of Hospitals," Inquiry, September 
1974,. p. 168. ^ . ^ - 
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debts, etc. "One advantage of this approach is that hosplta,!^- 
costs are more comparable,, and inefficient hospitals ^more vis^ibl 
when non-direct patient care costs are separated from their bud- 
gets,"^ ■ 
With an incentive system using' prospective budgeting, a hospital 
' woi^d simply receive^ each month, ^ the third party payer's share 
' ' of one-twelfth of the total amount agreed upon in advance-^ 

• An institution may.be reimbursad a predetermined ajnount per case, 
per patient dayi or per service provided . 

Sometimea retrospective- reimburse ment is also used to provide at least a 
negative incenti ve to health care providers to keep their costs or charges 
down* The provider is not rewarded for operating within his budget ^ but he 
is penalized if his costs^ or charges rise above a certain level,,; For example. 
Blue Shield planS' usually will reimburse physicians only a specified amount f 
various procedures, and the physician who charges more must collect the ad- 
ditional amount flrom his patients, .In some cases, for example in the medical 
foundations discussei| later in this chapter, the physician is limited to the 
fee paid by the thirk' party reimburser and is- not allowed to collect addi- 
tional fees from patients. As indicated in Chapter II, ■ Medicare, also sets 
limltr on the fees arid 5^ts it will reimburse 4jQctors and hospitals. 

When cost Incentives ^re^ built into retrospective reimbursement, the 
limits on reimbursement are set at a certain percentile of the prevailing ^ 
physician fees in an area or of the incurred costs of the hospitals in^ a 
given category. \ Fees or costs that ^ are near the nora'tor liis than the norm) 
are reimbursed in full, but the physician or hospital whose fees or costs 
are far above the norm will no^t bei reimbursed the full amount. The proyiders 
thus have a negative incentive not to stray too far above the average for. 
their group* However, the providers whose costs or fees are below the aver- 



fowling, op.cit. , pv 178, 



age have e^^ery incentive to raise them up to the prescribad limit. And, if^ " 
all the providers move their fees or costs up at about the same time, , the ^ . 
average rifses and with it- the size of the^ allowed reimbursements^. 
': : There are drawbacks to' all these reimbuTsement systems. Prospective re- 
ijnbursement poses prob> ems because of the difficulty of forecasting all the 
factors that affect costs. For .example, some allowance must be made for cost 
increases beyond. the control of the institution, such as\increases in fuel or 
electricity costs. If reimbursement is based on a target rate of increase or 
on the hospital's budget, the system needs some built-in.'allowance for vari- 
ances m the volume of care provided: /5in' institution receiving either far 
riore or far tewer patients than expected Will . have cost problems that- will 
require some adjustment, in =rf imbursBment . This is less of a problem if pro- 
spective reimbursement is on the basis of. patient days, cases treated, or 
services provided, but even with. this system there are problems i£ the insti- 
tution's case mix changes and a larger percentage of its patients have complex 
maladies requiring more expensive care. 

This illustrates another problem with incentive . reimbursement systems. 
How can the system take into account the legitimate cost differences between 
■institutions serving different mixes of patients? iVhen reimbursement , is based 
on agr6ements between individual. institutions and the rate .setters, this 
problem is, alleviated. However, if- reimbursement is based on averages for . 
groups oMnstitutions, as Medicare is currently doing, .sufficient allowance 
may not' be made for differences in the, costs or the cost increases facing ^ 
institutions in different locations or with different types of equipment or 
'personnel. . ■ , ' .■ ■ 

On the other hand", reimbursement schemes based on negotiations with indi- 
vidiial institutions may put a tighter rein on institutions with less bargain- 
ing power-^han their more influential competitors. In some cases, prospec- 
' tive budgets, are simply presented by individual institutions and are accepted 
by rate-setters if they appear reasonabre:. In other cases, there are exten- 
sive negotiations and provision for arbitration if agreement is not reached. 




^In such a situation, an institution's political power may be as important 
m its operating efficiency. /' ' ^ 

Incentive reimbursement may tempt providers into playing accounting. or ' 
other types of gaines in order to beat the formula. Another dartger is that a 
hospital, in seeking to keep within the limits set by the system, may go 
beyond eliminating unnecessary frills and lower the essential quality of the 
care it provides* Hospitals might be tempted to emphasize the treatment 
patients requiring relatively inexpensive care. Or, if utilization controls 
are inadequate, hospitals might provide unnecessary services or prolong hos- 
pitalization unnecessarily in order to be reimbursed for the extra care pro- 
vided or to lower the average cost of the care provided* Incentive reimbursev 
ment systems really need to be accompanied by effective utilization ^controls 
and by some means of measuring the nuantity of necessary service provided, = 
the quality of that service ^ and the efficiency witli which it is delivered* 

Agreeing on equitable formulas for measuring performance is a difficult 
area. "This can be illustrated by the Blue Cross of Virginia plan to reward 
hospitals. that achieved a lower rate of coat increase than the state average. 
Wien the rewards were calculated / it turned out that many hospitals generally 
toiown to have been operating near the peak of their. efficiency weren' t eli- 
gible to receive the rewards. On the other handj many hospitais known to be 
inefficient, or whose operating costs had happened to peak sharply during 
the previous year^ profited. They had greater leeway in which to cut cost 
increases without hurting.; Furthfermore, a spokesman for the plan states, 
'In many situations, hospitals apparently backed into; additional reimbursement 
through no visible efforts , while others were excluded because their average 
per diem costs were already .well in line. 



^Katharine Bauer and Paul Denseh^ "Some Issues in the Incentive Reimburse- 
ment Approach to Cost Containment: An Overview," . Medical Gate - Review , 
January 1974, p. SO. , . 



' Devising reasonable measuring sticks and negotiating prpspectiye budgets 
is a time -consuming^, and costly process requiring a skilled ^sraif and drtai led 
financial and utilization „data. Obviously the effort is not worthwhiie i^nless 
, the cost-sayings are greater than the expense of the process. There is also 
some doubt about How effective incentives can be in reducing costs.' Wi-11 the 
incentives be large enough to inspire really vigorous cost-cutting efforts 
by- the institutions? If the rewards are too large, they will eat up any cos 
savings. Will there be sufficiently quick, feedback of incentives to affect 
action? As of January 1973 the Rhode Island Blue Cross. still had not been 
able to calculate the incentive payments due hbspitals in its 1971 target: ■ 
budget contract, and this^example is typical.^ Won't incentives tend to 
disappear over time as both hospitals and third party negotiators become more 
adept at projecting target budgets more accurately and the margin for "savings 
from ending the year under budget declines? . . " ' 

. Perhaps a. greater problem is the.fact that the incentives ar4 directed 
to provider institutions, not to the individual decision-inakers withiTi them 
and above all not to the physicians who make the great majority of decisions 
that ultimately detennine the cost-ef fectiyeness of health delivery. 
Administrators might, however, be able to gain physician support for cost- , 
, cutting efforts if funds for adding servicis depended on the ability of. hos- 
pitals to earn, surpluses 'or if [as Representative Mills proposed in 1974) 
hospitals were tequired to share any surpluses earned under incentive re- 
■ imbursement with their employees and physicians, ^nd admihistrators ' 
"efforts would. be heeded better if all the hospital's in an area were ■under 
a, single prospective reimbursemBnt spheme, for; this would reduce thi pos- 
sibility of doctors' nioving their patients to less demanding hospitals. ■ 



^Bauer, and Densen, op. dit. , p. 85. 

- Ibid. , p. as. , 

^ ^Ibid. ,"?. 84. 

^Dowling, op- cit- . P- 170. 



. But can the incentives for cost -cutting hiacie gi sat enough to out- 
i^igh the countervailing incentives? ^'The prestige of a hospital does not 
stem from its ability to operate with,|he highest of economy, but from its . 
reputation as the source of effective medical care. ..It attracts better 
physicians by offering them ^better facilities and training qpportunitie^s . . . . 
The physicians attract the ^tlents. The larger and more complex the insti- 
tution and the larger its budget , the higher is the salary of its'adminis- 
trator. These are the 'facts oflife in our preseW system, of health services, 
and we delude o'urselves if we think that essential priorities are going .to 
be changed by the offering of some f inancial reward that is insignificant in 
size J two years late in coming , and rarely directed to the people within the 
institution who are making the cost consequenti^al decisions. 

OTf€R THIRD PARTY COST CONTROLS . _ ^ 

Health insurers are going beyond reimbursement schemes in thoir ^fef forts 
to slow down the cost escalation in the U.S. health care system. /However, the 
weapon wielded by third parties to enforce their demands |s their ability, to 
udthhold reimbursement from -providers who 'fail, to conform,/ The demands made j 
vary from place- to piacej and they, differ considerably in the rigor with which 
they are enforced and in their effectiveness. ' * ■ ■ . 

^ Some Blue Cross. plans, like Medicare, require hospitals to prepare budgets 
and, long-range plans ^ and this at least causes providers to think about their 
"'cost problems. More effective efforts to curb costs are the requirement of = 
many Blue. Cross plans (and of Medicare) that hospitals obtain prior approval^ 
for'constructidn of new facilities or the. introduction of new services, 
Pioneer^ed by the Northeast Ohio Blue Cross as early as 1950, this requirement 
is now reinforced in a number of states by Certificate of Need Taws. (See — 
Diapter< J I^V Hospitals which do not obtain- the required approval are not re- 
imbursed for any costs connected with the .construction of the unapproved facility 



Bauer and Densen, op.cit . , p. 87. 



.The Philadelphia Blue Crass has gone even further by requiring continuing 
reviews of existing facilities \iid services and phasing out reimbursement for 
any service or facility found to\e inadequate or not needed. The Massa- ' 
chusetts Blue Cross has also acted\to cease -reimbursement for a hospital conj- 
sidered obsoleti and unnecessary,^ \he New York City Blue Cross proposes 
to refuse tQlmbursement for excess corts resulting from the operation of 
ujider-utilized facilities ot services . when comparable ones are readily avail- ■ 
able elsewhereL^ Some Blue Cross plans uSb their clout to promote mergers 
and the. sharing of services among hospitals^ but such efforts usually inspire^ 
strong resistance^- from alarmed medical sta£f\ irate, boards of trustees y and 
aroused hospital constituencies, 

' More acceptable politically are, Blue Cross efforts to promote the effi- 
ciency of operations within institutions: Some Blue Cross plans have encour- 
aged' hospitals'to hire industrial . engineering consultants to help them improve 
their operations, construct norms, and monitor subsequent performance ^gainst 
these norms. Hospitals are. allowed to share in any savings effected, while 
those who exceed the norms may ha,ve their reimbursement reduced. The Social ^ 
Security Administration has also experimented with this approach in some 
states. However, these programs are voluntary, and^ as a rule, very few 
hospitals elect to participate in them. Also industrial engineering efforts 
tenfi to be \iirocted at the hotel department of hospitals, those directly 
under the SLipervision of hospital administrators, and usually steer. clear of ^ 
- laboratory,! X-ray, operating room, and other cost centers where major deci- 
sions-are mkde by physicians; Yet it is in these latter departments that 
costs are generally considered to be most out of control. / . 



^^'Massachusetts,^ Philadelphia Plans Take Action Against Hospitals Hospitals, 
January 1 , 1973. 

Bauer and Den sen, op.cit . , p. 72. , 
%auQr and Densen, op.cit. , pp. 73-75. . ^ 
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Like Medicaro, many Blue Cross plans Vequire uttlixation review pro- 
cedures to ensure that patients are not hospitalized unnecessarily or for 
longer^than necessary. In some areas Blue Cross devised' special incentive 
rewards. for hospitals which reduced their length of stay below group averages* 
The expansion of health insurance covei*age o£\^ outpatient care also helps curb 
hospital costs by encouraging patients to get the necessary treatment on an 
outpatient basis as much as possible. . ^ 

The various efforts by Blue Cross to curb hospital costs have, for the 
most part, been of limited effectiveness. One reason for this is the fact 
that Blue Cross boards are generally donfinated by health care providers, and 
thus tend to take a lenient view of requests for rate increases... As Dr. 
Denenberg,. the former Insurance Commissioher of Pennsylvania , has pointed outi 
"Trad itibnaUy and histdrically:, the, Blues are very close to^ the hospitals, 
and [controlling rate Increases] required an adversary plan." In many areas 
the Blues do not have sufficient leverage because they insure only a small 
srgment of thr populationf Ulien health ifisuTahce iF^ divided ainong severRl 
carriers 5 '.no carrier is in a position to exert inucH control. Even when the 
Blues dominate health insurance in an areajthoy may be powerless to control 
,the hospitals if the hospitals present a united front. When the "Blues Jiave 
enjoyed some success in reining in costs, it has generally been because they 
werb backed by a vigorous state insurance commissioner, such as Denenberg 
in Pennsylvania. , 

The general ineffectiveness of the Blues in dampening hospital cost in- 
flation has pushed the states into more vigorous efforts to curb costs through 
rat^i-setting and Certificate of Need-laws* Inv^some states, rate^ regulators 
rely, oh the budget review program or the rate--setting 'formula of Blue Cross; or 
the state hospital association, but Xhe ^stat gives these programs increased 
impact by mandating hospital participntion, establishing guidelines tor the 



^Linda Murray, ''Oconomic Shifts Spur Demand for Curbs on /Blues/", Mydlcal 
Tribune , March 5, 1975-. ' - _ • ■ ^ - 
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'programs. and/oT serving as finaL appeal for hospitals and rate-setang or= ; 
jganizations.^ The federal government, too, is increasingly moving onto the 
i^ene with its Medicare requirements, its cpmprehensive health planning laws, 
land PSRO's. These government programs often benefit from lessons learned in 
! earlier efforts by the Blues and apply. some muscle to the Bluos' tentative 
■! endeavors. But cost control efforts to date still are generally limited in 
! their approach, medication appli^ experimentally to the more obvious symptoms 
I in the more accessible a*eas. However, although the fever of escala^ting health 
I care costs has by no means been cured, clearly the days of carefree spending 
i are gone for the U.S. health care system. 



''^Dowling , op. cit . , p. 176. 
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fkrioNAuHBcrH Insur^^ (NHI) 

To provj.dm protection for those imdequatBly covered by . v 
current' health InBurance programs ^ Natlopml Health Insuranae ■ . 

has been repeatedly proposed, ThesG proposals vary aonsMer-'- 
ably, for many Issues have not been' resolved about the form 
National Health InBuranae Bhould take* -= - ' 

• . ■■ ..^ _ ' ' 

Current health insurance programs have three major deficiencies: 

(1) Mahy of the poor and near poor have no health insurance. Medicaid 
.coverage varies greatly from state to state and generally does notN 
provide enough benefits or protect all those in the population who 
need i%\ ' . 

(2) Those who do have health insura^^^pn have Inadequate pro- 
tection for catastrophic illnesys. Medifiare puts limits 
on the number of hospital days and nursing home days it will 
cover. , 

(3) - Current health insurance pushes the system into emphasizing 

high cost care, discourages preventive inediciiie^ and does 
r nothing to promote efficiency. ] . ^ ^ 



As can bo seen in Exhibit 111-20 , a number of .proposals have been made ^ 
for a h^ational Health Iiisurance (NHI) prbgram that will remedy at least some 
of the. defi ciencies, in the current Insurance coverage . The most limited pro- 
posal is that introduced by Senators Long and Ribicoff. This would leave 
existing private' insurance intact , /but, would create two new^ federally ad- ^ 
rainisterad programs: catastrophic illness insurance which would provide 
protection for everyone covered by Social Security and would be admintstered ^ 
by the Social Security Administration; and a federal m.edlcai 'assistance .plan 
providing protection for the poor and medically indigent and replacing Medi- . . 
caid. Most of the other proposals would provide comprehensive health in» \ 
surance protection for all U.S. residents, although different insurance x 
plans would cover different segments of the population/ In general, the 
proposals would provide one plan for the employed Cpaid'for by joint employer- 
emiployee contributions) and separate plans for the aged (ar. Improved Medicare) 
and for the poor and medically. indigent (replacing Medicaid)* ' / . 

- - - ■ . ■ ■ ' 
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Many issues remain. to be resolved, however, before a national health 
insurance prograin can be agreed upon. 

Scope of b enefits: Tlie Lonn-IUbicof f plan would provide comprehensive 
coverage for those with low incomos but only catastrophic illness protection 
for most of the population, This would remedy two major gaps in present in- 
surance coverage, but the emphasis on catastrophic illness protection would 
tend to increase the system *s bias toward high cost care and would do noth= 
ing to promote efficiency in the system,. The extension of Medicare to pro- 
vide dialysis and transplants for people of all ages, suffering pemanent 
kidney failure has been viewed as a pilot for national insurance for catastrophic 
illnesses. This prograjii has raised many questions: It is extremely costly 
(in 1975, the cost was over $^ million a week) i none of the money is going 
into research on the causes or prevention of kidney diseases j the .program is 
providing expensive treatment for all who want it regardless pf age, health 
condition, and chance for rehabilitation; and it has. encouraged patients to 
switch from less expensive home dialysis to more costly hospital dialysis. 

At- the other extreme from the Long-Ribicoff plan is the Kennedy^Griffiths 
bill, which would provide comprehensive coverage for the. entire population 
with coverage even for dental care phased in. Many of the other plans also 
include some coverage for preventive care, particularly for children.. 
The plans which provide coverage for preventive and primary care. would help 
shift the system from its current emphasis on high cost carej but they are 
likely to inci^ease the demand for primaiy care so much that the health care 
system would be seriously strained: Physician fees would probably rise 
rapidly, patients would be faced with long waiting times for appointments, 
and/or physicians would be able to give less time to each patients The 
plans covering dental care, at least for children, should help remedy the 



^B.D. Cohen, 'Treatment Prograjii Cost Questioned,'* Washington VOBX i^ June^-^^"f 
1975, p, A-1. . 

A Rand study estimates that National HealtK Insurance could increase the 
demand for ninbulatory physician services by 30-75% depending on the deductibles 
and co-insurance provisions. ^See: Joseph NewhouseV Charles Phelps, William 
SchwartE, Policy Options and the Impact of National Health Insurance (Santa 
Monica, Calif, : Rand, Tmie 1974) » 
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inadequate dental attention received by so much of the population, but the 
demand for dentists' services would be increased, and with rising demand 
might com© rising fees and greater difficulty in getting dental appointments. 

Co-insurance and ded.'ctibles : Except for the Kennedy-Griffiths bills, 
all the plans specify a deductible (a certain sum to be paid on health care 
bills before health insurance coverage goes into effect) and have co-insurance 
provisions (a certain percentage of health care bills to be paid by the bene- 
ficiary even when the care is covered). All the plans, however, set limits 
^ on the total amount a family must pay each year in co-insurance and deductibles ^ 
and co-insurance and deductibles are reduced or , eliminated for low income 
fainilies. , 

' Co-insurance and deductibles are included in most plans as a way of re- 
ducing over-utilization of health services: If a patient has to pay a portion 
of his bill, he is less likely to seek medical attention for trivial com- ' 
plaints. Deductibles also reduce the cost of administering insurance, f or ' 
small bills are paid in full by the citizen without ever presenting a claim 
• to the insurer^, 

Co-insurance and deductibles, however, have the major drawback of dis-^ ^ 
couraging not only over-utiliEation but necessary utilization by the poor. 
Co-insurance .and deductibles loom as mOre ominous barriers to care for those 
with low incomes than for their wealthier compatriots, "When the provincial , 
health service in Saskatchewan, Canada, decided to charge a trivial fee ($1^50), 
as a way of reducing unnecessary visits to the doctors, it found that poorer 
patients, especially those with large families, promptly reduced their calls 
on the doctor,; But this was soon offset by extra visits from people who 
could afford the fee and knew they wouldn*t have to wait in line so long,"" 

On the other hand, co-insurance and deductibles may have little effect 
on decisions about the use of health services when either the sums are small 
in proportion to the patient's income or when the services are ones whose 
utilization is primarily determined by physicians rather thm the patient. 



Blumenthal ^. o p. cit . , p. 11, 
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Thus, the use of hospital services is not likely to be seriously affected by 
co-insurance and deductiblea. "Since utilization is largely physician (not . ^ 

■ patient) determined, effprts to contain the total costs of a ptogram require ., 
that the programs be structured ttf-provide" incentives to change physician 
behavior. Deductibles and co-insurance (at levels "that do npt deter necessary 
care) are not likely to do that." Indood, various studies of health insurance 
plans have confirmed the supposition that co-insurance and deductibles have 

a minimal effect in reducing hospital utilization and practicariy no effect 
in reducing the amount of benefits paid by the plans involved. 

In sum, co-insurance and deductibles are more likely to discourage pri- 
mary care than secondary or tertiary care, They are thus likely to deter 
the demand for that type of care most likely to be hit by a sudden escalation 
in demand with the introduction of National Health Insurance. But they may 
also discourage the preventive care that is perhaps the weakest element in the 
. delivery of health care in this country. ■ 
*' Financing : Most plans would finance health care for the poor and near 
poor at least in part with general revenues from federal and state govem- 
ments. Health care for the employed would be financed by joint employer- - 
employee contributions. With tlie Packwood-Mills bill, supported by the Adminis- 
tration, and with some of -the other bills, the employer-employee contribu- 
tions would be in the form of fixed insurance premiums, of whifch the employer 
would pay 65-75% and the employee would pay the remainder. With both the . ■ 
Kennedy bills and with the Long-Ribicoff bill, the plan would be financed 

■ ' with payroll taxes paid in part by employers and . in part by employees. 

Fixed premiums would be rogressivp in their impact since they would be 
a heavier burden for those with low incomes than for those with^higher "Mm-.-. ^ 
ings. Payroll taxes would only bo imposed on incomes up to a certain level 
($15-20,000), but for all those with incomes below that l.eyel the tax would 



^Fein, "On Achieving Access...," dp. cit . . p. 167. 



^C' Patrick Hardwick, Larry Shuman, and Shlorao Barnoon "Effect of Participatory 
Insurance on Hospital UtiliEation , " Health Services Research, Spring 1972. 
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be proportional that is^ a fixed percentage of income and thus levied 
evenly on all wage earners below the specified income level. The principal 
diBad[vantage of payroll taxes is that they would cause the costs of NHI to 
be entered on the government's ledgers and thus would make National Health 
InsuTance seem more expensive than if the costs were buried in the books of 
private insurers. 

A major drawback of both premiums and payroll taxes paid in large measure 
by employers is that they may impose a heavy financial burden on marginal 
businessesv'^hichnnrght^roact by eliminating low wage jobs, by putting pressure 
on .employees not to take insurance (if insurance is voluntary], or^by hiring 
people with low insurance costs Cpwt-^timers^ wives whose husbands are in- 
sured elsewhere, etcO- To guard against the disappearance of jobs, the 

Packwood-Mi 1 ISs bi ll provides a temporary government subsidy to employers fbr 
whom the health insurance requirement adds 3% or inure to payroll .cost , 

Administration : Most proposals for National Health Insurance provide 
that insurance for the aged be administered by the federal government and 
that insurance for those with low incomes be administered either by the fed-- 
era! government or by states under federal regulations. However, as with Medi- 
care at present, these government-administered plans could be contracted 
out to private carriers for handling claims. 

A major difference between the Various NHI proposals is the assignment 
of responsibility for administering the insurance provided employees. At 
one extreme is the Packwood-Mills bil 1 , supported by the Administration, 
which provides that employee insurance be carried by private insurers, though 
supervised by states under federal regulations. At the other extreme Is ! 
the Kennedy-Griffiths bi 11 , which specifies that all national health insurance 
programs be administered by the federal government and thus would sub- > 
stantially supplant private insurance. As a concession to the private in- 
slirers, which naturally are not eager to preside over their own demise,. Kennedy 
later bill, introduced with Mills, provides that, although the federal govern- 
ment would administer NHI , private carriers could be used to process claims. 



■I \ • ■ ■ ■ 

Those who favor federal administration of NHI point out that Medicare 
has been administored efficiently and inexpensively by the Social Security 
AdmiJiistration. Those who argue for administration by private insurers 
point to their long experience in handling' claims , Federal administration 
would give the government greater control over the health care system a:r 
advantage in the eyes of those who would reform the system and a dis- 
advantage in the eyes of those would would preserve the system as much as 
possible in its present form. ■. 

Control of Costs ; Most proposals provide for. prospective reimbursement 
with the rates set by the states under federal procedyres and criteria. 
However, rhe Kennedy-Griffiths bill puts cost controls firmly in the hands of 
the federal government. Regional and local offices of HEW would draw up total 
area budgets for all services.' Hospitals and other facilities would be paid 
on the basis of negotiated budgets designed to pay reasonable costs. Physi- 
cians and dentists could be paid oh: a fee-for-service basis or by capitation 
Cthot is. a specified sum per patient on the doctor's rolls). The , Kennedy- 
,Griffiths bill seeks stringent federal controls over costs because of doubts 
about the effectiveness of cost controls administered by private insurers 
and state regulators. The Kennedy-Mills bill takes a more moderate stance 
by providing that payments to institutions be on the basis of a variety of 
prospective payment systems developed by the Social Security Administration, 
but here, too, control would lib in the hands of the federal government, not 
private carriers or state regulators. Cost controls applied by private in- 
surers and state regulators have not enjoyed great success in curbing costs 
in the past, but the argument against .federal regulation. is that it would be 
too inflexible to allow for legitimate differences between providers in 
different areas 'and of different types. Federal rfegulatioh is likely to be 
a better weapon for rectifying the deficiencies in our health care system, 
but' it may bo harmful to the virtues the system has. 

Impact oh, national health expenditure s: With any National Health In- 
surance progr.™X national health expenditures would inevitably rise, if only 
because more health services were being delivered. The increase would 



range froni §3.4 billion under the Long-Ribicof f bill to $13 billion under 
the 'Kennedy-Griffiths bill. The differences in the cost of the various pro- 
posals are due largely to differences in the coverage provided the more 
comprehensive the coverage, the greater the cost. The question then is how 
much health care can the' country afford to give its citizens without sac- 
rificing other social objectives. 

A major difference between the various proposals is the proportion of 
national health expenditures that would be financed. publicly . With the Long- 
Ribicoff bill and also with the- Packwood-Mil Is bill, supported by the AdTninis-^^ 
tration* 44% of national health expenditures would be publicly financed. How- 
ever, with the Kennedy-Griffiths bill, 89% of the costs would be publicly 

, financed. Of course, with all the proposals^ the portion of national health 
expenditures financed by general tax revenues. would increase only moderately, 
for most public financing would be done by payroll taxes. The use of payroll 
taxes rather than premiums to finance NHI would not increase the cost of the 

- insurance program, but payroll taxes would make NHI appear more expensive be- 
cause all the cost would show up in the federal budget. 

tay National Health .Insurance plan is certain to havfe a significant im- 
pact on our health care system^ and some of theeffectff may well be unforseen* 
IVhoever would have predicted, for example^ that Medicare would aggTavate the 
geographic maldistribution of doctors in this country? NHI will surely in- 
crease the quantity and perhaps also the quality of health services received 
by our citiEons. There is no guarantee that this will improve the basic 
health status of the American people, but it should promote social justice 
by fostering more equitable delivery of health care to different income groups. 



HeALTW FklNTENANCE Orgamizations (HMO's) 



HBalth Maintenance Organizations , which provide 
prehensive health, cara for a fijfad monthly fee, are 
being enaouraged as a tool for remedying .some of the 
deficiencies in our health care system and as an effi- 
cient and economical means of meeting the increased 
demand for care likely to be triggered by National 
Health Insurance. Because an HMO provides compre- 
hensive care, it can more readily integratm the 
various levels of care, and it promotes an emphasis 

on pre_ventive_and mm^-SMre- Because this^ care — , 

is paid for with a fixed monthly fee rather than on 
a fee-for-service basis, an HMO encourages providers 
to deliver care as inexpensively as possible. 

. . •• . ■ ■ ' 

mmc CONCEPT 

Health Maintenance Organizations C™0's) have been advocated as a means 
of curbing our spiralirig health care costs and reducing the inefficiencies in 
our system of delivering health care. The government has. been actively pro= 
moting'the concept since the early 1970's. and Congress passed an HMO Act in 
1973. HMO's take many forms, but a ll have certain common characteristics: 
They are organized systems that provid e a comprehensive range of health maln^ 
tenanee and treatment services to a voinnt-.r nv enrolled population In ex^ 
change for a fixed and prepaid periodic payment . -^ 

In some IMO's (called "closed panel" HMO's by the fodortil government), 
the medical professionals work entirely on a salaried basis, delivering their 
services in hospitals and outpatient facilities owned by the HMO itself. In 
others (labeled " Individual practice" HMO's), doctors treat clior.is 
in their private offices, consulting with other physicians within the HMO 
group or sending the patient to facilities undor contract to handle the en= 
rolled members of the HMO. In such an HMO. physicians may be paid on a fcc^ 
for-service basis even though patients pay a fixed monthly premium to the HMO 
or its insurance carrier. Often the physicians and the hospitals involved 
in this individual^practice HMO continue to handle some clients outside the 



Iprank Soubold. "HMO's - The Vie^ from, the Program," Public llealth Reports. 
March-April 1975, p. 99. ^ 

O 



varying in such things 
the basis for paxment t 
disease prevalence, use 
tnanagement skills, T£a 



hMO in the traditional foe-for-service manner* Between the groups which * 
fully own and operate thft facilities required for total care and those 
groups which own no collective equipment but organize and utilize Existing 
facilities outside of the groups there is a range of tWO'Sj each system 

as capital^ the' extent to which facilities are owned, 
o physicians, types of care provided^ demography ^ 

of outside insurance carriers , and availability of 
kitionally HMO's .have' encompassed a prepaid group 
medical practice but— in— recent y^ fpms of r^O's have developed, ^ 

One. of these new forms is the medical:foundationj which is discussed later 

in this chapter* - 

■ 

Although the concep^t of a prepaid group medical practice has existed 
for over half a centuryjl MO's prior to 1970 were not nmerous" enough to 
be seriously considered as _ an alternative means of bringing health sewices 
to a substantial proportion of the population. In Februafy 1971 there were 
only about 33 ffl^O's in the U.S. Finn opposition from insurance groups, 
local medical societies, and the American Medical Asiociation worked against 
the development of this method of health care delivery. Physicians in pre- 
paid group practices were often excluded from state or county medical 
societies and thus were unable to gain access to hospitals* A District 

Court ruling in 1941 forbade the AMA.and the District of Columbia Medical 

2 

Society to continue this practice, but individual medical societies con- 
tinue to do so until 1959. In some states, prepaid group plans were re- 
quired to have medical society approval or the participation of a certain 
percentage of the eligible physicians in the county* Legal proceadings have 
weakened some of the barriers erected against J^lOVs^^^ b^^^ 



1 - ^' 

Steve Aaronson, "Can the mo's Make itV' Medical DimG nsions/ April 1975, p, 2 

The number is an approximato one due to' the difficulty of defining what is 

or is not an i^O. 

2 

American Medical Association v. United States, 130 F,2d 233 CD.CCirOj 
affirmed 317 U,S, 519, S28-29 (1943). See also Group Health Cooperative v. 
Kin County Medical Society, 39 Wash. 2d 586, 604, 237 P,2d 737, 747' (1951). 



.biit not until the HMO Act of 1973 were state lirnitations . regarding prepaid 
group. practices made inoperative, at least for those ™0's qualified to re= 
celve federal assistance within the Act... The 1973 Act ' s . requirements for 
qualification as an mo posed new problems, as will be discussed later in. 
more detail,' but nevertheless the numbeT^rmOJ^s h^^^^^ 

cally in the past five yeafsT trSr-SS in Feb 1971. the number ,grew " 

^ "tol2i in- 1973;'^inlhe followi year oyer SO new HMO's began deiiveflring 
care, bringing the total to 183 by the end of 1974. 

There. are many Mvantages to an HMO, particularly when it encompasses 
a prepaid group practice. , , . . 

/^Lp HHP rrf^Tn"^"' """^ >;nr.nnm:ie5. Btecause of the fixed_ pre- 
payment, there is an incentive for health care providers to 
minimiz e expenses and, avoid unnecessary services . In a fee- 
for-service system, each service is a' means of increasing the 
income of provldeVs, and the sick person is something of an 
"asset." But in an tWO there is a strong incentive to keep,! 
people well and cut back on overuse of expensive facilities. 

--—^ -A-dtff initive-study-by the Civil Service - Commisslon^Qund^^— 
■ that federal employees with Blue Cross/Blue Shield averaged 
.924 hospital days per 1.000 persons, while fedfral employees . 
, in an HMO averaged only 422 days, Moreover, federal em^ \ 
. ployeefi with the traditional Blue; Cross/Blue Shield plan ; 
, underwent twice as much surgery. 

= A 1973 study by Roemerand others found that even among 

demographic groups with high hospitalization Clower class group 
' . -chronically iU" families; etc.), hospital utilization was 



hnterstudy, ^^^3smBS£.^£S^^ ^"^^^^^ 1974. pp. 1^2. 
^Michael Rosenbau..>. "HMO. The 'M' Stands for Money f M^isammensions . 
April 1975. p. 20. ..... ' . . j ' 
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markedly lower among members of those groups in an HMO-typo 
' plan than ainohg^ comparable persons in other health plans. ^ 

When a study was made comparing the health care provided 
Medicaid recipients in an IIMO and those using the fee-for- 

service system ^ analysis showed the HMO enrol lees used 30% 

■ ' ■ ■ ' 1 

fewer hospital visits, 15% fewer physician visits, and 18% 

fewer prescription drugs* As . a consequence ^ the cost saving 

per Medicaid patient in the tBlO versus those in the fee-for- 

service system averaged 21% during fiscal 1972 ^ 1973s ar^d 1974, 

Gi'Qup practices make^ other economies possiljle in the realm of 
equipment utilization , routine business administration , medical 
record upkeep ^ manpower utilization ^ continuing education of 
professionais, and distribution of speclall|sts - skills . If cen- 
tralized facilities\are used by, the HMO, a /wide variety of skills 



and facilities are made available at a single location, redualng 
misallocation. of professional time and cutting down duplication 
of staff and equipment. The National Advisory Conmiission on 
Health Manpower found that, compared" to /California averageSj 
Kaiser (a prepaid group {Dractice) had s4gnificantly fewer hos- 
=pi-ta 1— bo d H-=pe 1^ -member -an d-phy si ci an s^p er^m emb er 7~ an J Kaiser- 
expenses per member -(adjusted for thpyunderropresentation of 
indigents and the elderly, and for thie medical care dbtained 
by members from non- Kaiser sources) /are 20% to 30% less 
than it would cost if the sMe-^arp were obtained elsewhere."^ 
While nationally there were 1,22 ^(racticing physicians 



-/ 



^Milton' Rpemer, R.W. Hetherington ^ C,E, Hopkins^ et al. , Health Insurance 
Effects: SerylceSj Expenditures; and Attitudes under Three Types of Plans 
tAini Arbor, Mich,: University of 'Michigan School of Public Ileal th^ 1977/); quoted 
in Milton Roomer and William Shonickj '44MO Performance: The Recent Evi- 
dence j'- Health and Society tMilbank Memorial Fund Quarterly) ^ Summer ^1973 , p. 287, 

U.S. Department of Health, Educatdonj and Welfare Press Release, March 9, 1975, 
quoted in Medical Care Review^ , April 1975, p. 376. ' . 

^Jerry Phclan, Robert Erickson, and Scott Flemingj "Group Practice 
Payment: An Approach to Delivering Organized Health Services," Law and 
Contemporary Problems , Autumn 1970, p. 814, . ^ 
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per 1,000 population (in 1970;], the ratio of practicing physlciaiiL^ 
per 1,000 enrol lees ranges from 0.6 to 1.0 in l^^lO^s, 
mO^s gncourago' patients to seek-care in the early sta ges of an "V 
illness . Since ordinarx health . insiirandG of ten does not cover 
routine. medical care, the patient may not seek care until hi^ 
malady becomes sufficiently serious to require hDspitali^atlon, 
which is covered by insurance. But the HMO member , .whose monthly 
fee covers routine care as well hospital ajid specialists^ cure 
has no financial barrier to early preventive care or treatment, 
(See Exhibit III-Zl, ;Part A.) iVhile hospj caliziit;ion rates are 
generally far lower in an mO than with other health care pian^, 
docLor visits are roughly the same. Thus, iu iji mO there is, 
relatively speaking, far greater emphasis on lunbulatory care thci^^ 
with traditional providers. (See Exhibit 111-21, Part B.) Mow^ 
ever, there is some uvidence that the low hospital .utilization 
rates in on mO are due, U to better preventive care, but Uo 
the fact that more treatment Ls given on an outpatient basis and 
. hospital stays are kept as short as possible, HMQ^s may, in fnct , 
notaead to a better health status for their enrollees but just 
to more efficient use of health, s ery Igos,^ Prepaid group pract. -es 
also put more emphasis on primary rather than specialii^od care: 
60.:^70% of mo doctors practice in primary care fields"-- versus 
47% for the U.S. health care system as a whnle. As Dr. Willirun 
Koy, the principal author of the 1973 mO Act, ^ has pointed out: 
'''The primary reason for IMO' s ability ^to cut costs without de- 
creasing qualityHs that an mO treats patients in proper facili- 
ties with proper personnel."^ 



^Paul Ellwood, Jr., "The Health Maintenance Organization Approach./' Realigning, 
th e -Health Care Delivery System , A Report of the 1971 National Forum on ^ 
Hospital and Health Affairs, p. 28 . ^ _ 

2 ' ' 

Roemer and Shonick, op. cit, , p. 288. - 

^Ellwood, op, cit. ,. p. 28. ^ \ ' 

^See Chapter. IV, "The Undersupply of Primary Care Doctors." ^ 

5''The Two Barriers^ to mO Success': The Doctors and the Patients," Modern 
^ Health Care, May^l974, p, 51. 
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* Insurance Blue Shioid Members 

Subscribers . ' Members 



The University of California School of Public Health compiled a '^preventive 
^service^ index"' acSro services as Pap smears , chest X-rays j ^ ■ 

blood tests, .routine rectal examinations, and immunizations. The results 
were placed on a range of zero to one, and are illustrated above. 

Source: Cited in Steven Aaronson, ''Can the I^IOs Make It?," Medical 
Dimensions , April 197S , p. 3. \ . ' . ^ ■ --\ , 



B. ■Doctor Visits Versus Hospital Days 
with Three Types, of Hcaltli Care Plans 





Doctor Visits 


Hospital^ Days 


Ratio 


Health Care Plan 


Per 1,000 Per Year 


Per 1,000 Per Year 


Ca] : Cb) 




(a) 


Cb) 




Commercial Insurance 


3,104 


, 864 


3.6 


Blue Cross/Blue Shield 


3,984 

■- 


1,109 


3.6 - 


Prepaid Group 








Practice - (Wm) 


3,324^ 


526 . 


6.3 



SourcG: Milton Rocnier, and William Shonick, "MO Performance: The Recent 
Evidence;" Health and-Socioty - CMilbank Memorial Fund Quarterly), 
Summer 1973; p. ^9lV 
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The quality of medical Vare aubjeui lu ylA^sa ince rna]: scrutiny . 
-in a grQup practice and, to a lesser extent, in other mO's . In • 
group practices, the doctors ar^ chosen by other physicians in 
the group and are subject to continuing evaluation of their 
performance. Another , advantage of the mO approach is that . 
providing care to an enrolled population facilitates the eval- 
uation of performance on the basis of outcomes rather than 
inputs.^ rt^lO's; for example, can evaluate certain drugs, and, 
if a medical audit reveals no benefits from the drug, its use is 
curtailed/^ Additionally, because the consumer may opt to leave 
if the HMO does not measure up to his standards, another quality 
control is introduced. Such competition not only can insure the 
quality of services provided by the WiO, but also can force private 
physicians to upgrade quality in order to compete with the prepaid 



3 

system - 



9 Because a prepaid group practice provides com prehensive care, 
the different levels of care are more likely to be integrated . 
The physician in a prepaid group has ready access to specialists 
to whom he can refer his patients, and he has no fear of referring 
patients elsewhere lest he lose a fee,^ The doctor in a prepRid 
group thus has no Incentive or obligation to practice outside his 
specialty.^ And specialists can readily refer patients back to 
primary care physicians to ensure that basip medical needs are 
not .over lo6ked- 

n Rv offerin g a system o f ^^^p^^^^n^i c^are. the mO eases the 
prf^hlom of consumers bewil dered by th e array of prQvid0rs,in the 
U.sV health care system. Thfi mO offers its members easy access 



^Ellwood, op. cit. p. 21. ' . 

^Rosenbaum, op. cit . , p. 20. 

■^The Tax Foundation. Inc.. Pynhlnn- -n-^ ^" M.tinnal Health Insuranca 

(New York. N.Y.: 1974), p. 23. 

"^Kaiser Foundatiba^Medical Care Prograni, tonual RepoTt, 1973. 
^Phelan, nt al. . op.' cit. . p. THE. ' 2 6 4 " 



to health care and steers^ thorn to the different levels of care 
" needed. This is particularly impDrtant with- the least educ^ted^ 
^Rgmenf^ t-h^ OTpulation and thfe non-EngUsh-speaking groups. 
Some statistics appear to indicate that more highly educated; 
persons make better use of ambulatory services in the relatively 
" complex framework of a large prepaid group plan, while this ^ 

differential in the use of services by people of various edUMtional 
'levels is less apparent with . conventional conditions of medic!al - 
' practice.^ However, a 1970 study by Grunlick indicates that 
gross differences in health bare utilization patterns attributed 
to incoma differentials shrink, significantly when the population 
is enrolled in a comprehensive ^ prepaid plan. 
>• In a few cases, an mo has been organised around, a hospital out- 
patient clinic. Such a step is designed to increase the effi- . 
clency with which the clinic operates, to improve: the quality 
of care delivered/ and to increase revenues by attracting a 
wider range of patients.^ Such an HMO; thus, seeks to^ remedy 
a major weak spot in our hospitals. 

The HMO concept at least in the form of a prepaid group practice 
offers a health care system where wellness rather than sickness brings the 
providers a greater return. It also can minimize the overhead and acrdnis- 
trative costs of the practicing physician and; free him to devote more time 
to medicine instead.of routine bookkeeping. It enables the doctor to have 



,^Paul Elwood/ Jr., "hDdO's -- Concept and Strategy,'' Hospitals , MarGh 16, 
1971, p. 55. 

^Roemer and Shonick, op. cit . ^ p. 290. 

^Stuart Schweitzer, ''Incentives ' and the Consumption of Preventive Health 
Care Services," Consumer Incentives for Health Care , Selma Mushkin, ed* 
[New York, NlY.: Mi Ibank Memorial Fundr^9743 , p. 42. ■ 

"^See, for example, Gerald Katz and Fred Hollander, ''From Clinic to Group 
Practice,'* Hospitals , March 1, is(75^,"pp. 67-^71. ^ ; - 
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access to ©quipment, consultation, and auxiliary services that would other- 
wise have posed a threat to his fees or been prohibitively expensive. And 
it encourages the provision ^of total carc3 to the subscriber: Records are 
complete and accessible from a central location, and, regardless of the 
nature of treatment, the physician is aware of special problems or overali 
conditions which can influence the outcome of his care; 

Despite the enthusiasm for ™0*s generated in. the past few years,' 
there are numerous problems inherent in the concept of hMO^s as well as 
in their track record. Theoretically, the prepaid fixed-fee nature of ^ 
an m\0 can eliminate the desire to overtreat or overhospitalize a patient. 
But the logical converse may also hold true: . The need to avoid a deficit 
in the' liNlO may result in a failure to hospitalize or treat when necessary 
or in economizing on the quality of care delivered . ^ 

Members of existing prepaid group practices have generally been 
pleased with the financial advantages of prepayment and the technical stan- 
dards of group health care but are less,,likely to be satisfied with the 
doctor-patient relationship ^ itself . And there are often complaints about 
^ waiting time for appointments." However, a UCLA study found that 20% of 
fainllies enrolled in Blue Cross/Blue^Shield and 17% of families with com- 
mercial health insurance were dissatisfied With their medical care, while 
the dissatisfaction rate Was only 8% among mO enrollees, 

- i^jiotlier problem that has been encountered with prepaid group practices 
is recruiting doctors. ^'Fee-for-service , solo practice provides the in- 
dividual physician with good income, independence, pro^esstonal acceptanco, 
and standing in ^ the community. There may be a crisis in American health = 
care, but there is no crisis for the individual physician. The system , 



"John Kemodle, ™o^s:. Can^They Maintain Health?^', Wall Street Journal ,, 
August 8,. 1973, p. 16. ^ ^' 

2 ^ = . ■ ' - - 

Roemer and Shonick, op. cit., pp, 504-305. 

. ' = - /' ■ ' 

^Aaronson. op. cit. , p. 3. . 
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works well for him**'^ Since the late 1960«s, group practice has been 

■ 2 

growing more attractive to dQCtors, particularly young ones, but the 
profession- has traditionally been filled' with individualistic entrepren^ 
eurs, hot eager to sacrifice any of their autonomy to a groupw^ * 

A well operated IMO requires not only dedicated doctors but also 
effective mariagement , strong leaderships and adequate financing. As in 
any business, professional staff must be recruited, facilities must be 
erected or contracted for* a method of enrollment must be developed, the 
plan must be' marketed, capital must be generated, plans and policies must 
be .made. There is no room for unsomid judgements. There is fear in the 
medical profession and elsewhere that federal funds will be pumped into 
HMOU. because the idea is a good one regardless of the individual group's 
ability to manage its own operations. Between January and March 197S, nine 
new HMO's'came into being but eleven werit out. of business because of finan- 
cial problems or loss -of Medicaid contracts. 

Questionable management practinos and the failure to deal with serious 
structural flaws have placed the second largest and one of the oldest 
HMO* s Ion the verge of bankruptcy. Health Insurance Plan of Greater New 
York (HIP) has' notoriously long waiting periods for appointments, treatment 
that is admittedly impersonal, and overall service of dubious quality. HIP 
never owned its own hospitals and does not have a fuil-time medical staff: 
It contracted with part-time doctors who threatened to leave the^ group if / 
HIP mad© demands for higher quality. For several years, HIP used Medicaid 
funds to buffer what would have been tremendous losses. \ ^ ^ 



^Phelan et al. , op. cit . , p. 803. ^ ■ ; 

"Ernost Saward rind Merwyn Greenlick, "Health Policy and the mO," Pglitics 
ahd Law in Hoalth Car? Policy , .John McKinlay, cd, CNew York , -N . Y . ' Milbank 
Nlomorial Fund, 1973y, p. 389. . - 

^loward: Lewis, "The Selling of mo'st. 197S," Modern Heal th Care, May 1975, p 

'■Hea/l^i Policy Advisory Center , "Crippled HIP," Health/PAC Bulletin , October 
^ 1972, p. IS. = 



overall, however, the record of HMO's established before 1970 was 
-an exceptionally good one and was an important factor in the generation of 
anthusiasm and support for ^their large-scale. growth. Ross-Loos Medical ■ , 
Group of Los Angeles (founded in 1929) , Group Health Associatibni Ihc.^of _ 
Washington, D.C. (1937), Group Health Cooperative of Puget Sound (1947), and 
Kaiser Foundation Health Plan (1942) are among the highly successful .HMO »s 
which are noted for their efficient operations, their low hospital utili- , 
zation, their patient satisfaction, and their consistently high quality of 
care:^ (See Exhibits III-22, 23, and 24^) These are certainly outstanding 
examples of what an HMO can beT- But they are not sufficient evidence of ■ 
what all HMO ^5 will be'. 

Successful WQ's require not only good m anagement, sufficient capital , ^ 
and dedicated doctors; they also require sizeable members hip. These ele- 
ments are not automatically present . Connecticut General Life Insurance. 
Company^ Healthcare Plan had no difficulty in terms of capital; the new 
facility in Brooklyn had a committed group of physicians; and the idea 
had gained wide acceptance and support by, local employers. Connecticut 
General provided competent management: They were operating two ^successful 
HMO's elsewhere. But in March 1975, after :only one year of operation. Health^ 
care of Brooklyn closed down, having incurred losses of $1,| million, for, 
instead of the anticipated 12,000 members, only 400 joined. 

Enrollment problems have affected many other newly founded HMO's , in 
part because of the unintended barriers created by the 1973 mO Act, "in part 
because of inadequate marketing by the mO's, and in part because of general . ^ 
: consumer ignorance or unwillingness to change from their present habits of 
obtaining care. Consumers 'sometimes feel a certain loyalty to their physicians 
The long waiting tirrte for appointments at WW* s discourages others, The high 
cost of HMO premiums alarms ^consumers who overlook the fact that some services 
are covered by the HMO but would be an additional cost to the consumer under 
other health insurance plans, (See Exhibit III-24 for differences in the pre- 
miums and out-of-pocket expenses between mO's and other health insurance.) 



^For a detailed description of one successful HMO, see this chapter' s appcTidix 
on the Kaiser plan. ^ «• ^ 

^Joann\Lublin, ''Unhealthy Start, »^ Wall Street Journal , February 11, 1975. 
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Exhibit III-22 
HOSPITAL USE IN mO*S VERSUS THE TRADITIONAL SYSTEM 



^ Hospitai Use"^ / 




Other 


HMO as ^ 
Of Other 


Number of HospitalDays Per 1000 Persons Per Year^ 


744 


955 


78% ' 


Nmnber of Hospital Admissions Per 1000 Persons' 
Per Year ' 


70. 


88 


79% 


Hospitalized Surgical Cases Per 1000 Persons per 
Year > 


49 


69 


71% 


Tonsillectomies Per 1000 Persons Per Year . 


47 


94 


50% 



Source: Paul Densen^ et al.j "Prepaid Medical Care and Hospital Utilization 

\in a Dual Choice Situation^-' American Journal of Public Health y November 
^1960 J cited in Paul Eilwood, "The Health Maintenance Organization Approac 
Realigning the Health Care Delivery System ^ 1971\, 

V - ' . . ■ " ^ " ■ ■ 

Note: Data standardized for age, seXj income , residence , and., excepting 

tonsillectomy rates , for out-o£-plan services. ^ ■ ' 
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Exhibit in-23 



EFFECT OF 1#10 PERFORMANCE ON HEALTH STATUS 
CPrematurity andj Mortality) 









HMO as .% 


Health Status 
Indicator 


HMO 


Traditional 
Mode 


of Traditional 
Mode 


Premature Births Per 100 Live 
Births 








White 
Non-white 


5.5' 
8,8 


6.0 
10.8 


92% 
81 


Infant Mortality Per 1,000 
Births 








White 
Non-^ white 


22.7' 
33. 7 


27.3 
43.8 


83 
77 


Annual Mortality of 
Elderly Population 
(18 Months or More 
After Plan Membership) ' 


7.8% 


8.8% 


89 



Source: Sam Shapiro, Harold Jacobj iner , et al . , ^'Further Observations 
on Prematurity and Prenatal Mortality in a General Population 
of a Prepaid Group Practice Medical Care Plan," American, Journal ^ 
of Public Health , September 1960, pp. 1304-1517; and Sam Shapiro, 
. * Josephine Wi 1 1 iams et al^, "Patterns^ of Medical Use by the Indigent 
Aged Under Two Systema. of Medical Care," American Journal of 
Public Health , May 1967. - 

Note.! Data standardized for age, sex. Income, residence and, where 

appropriate, age of mother. 
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Exhibit III-24 



IvffiDICAL CARE, EXPENDITURES UNDER JMO'S 
VERSUS OTHER HEALTH INSURANCE PLANS 



Type of 
Plan ^ ^ 


Average 
Premium 


Out-of-Pocket 
Expenditures 


Total Cost 


Commercial 
Insurance 


$208 


$156 


$364 


Blue Cross/ 
Blue Shield 


257 


190 


447 


Prepaid Group 
Practice 


271 


52 


323 



M I. Roemer, W. Hwherington, C. E. Hopkins, ,et al , , Health 
Insurance Effects: \Sarvlces Under Three Types. of .Plans , Bureau 
of Public Health Econoinlcs, Research Series^No, 16 (Ann Arbor, Mich 
University of Michigan School pf Public Health, 1972). ^ 



271 



Clearly mO's are not a fool-proof remedy for the deficiencies in ^ur 
health care system. But with the necessary management skills, HMO's may, 
by their organized and cohesive nature, deal more effectively with so^ of 
those deficiencies than the traditional providers. If mO»s offer serious 
competition to traditional providers, each-can learn from the strengths ^ 
of the other.' 



mo LAW OF 1973 AND ITS IMPACT . 

The Hoalth NXaintonance Organization Ac_t^^_enacted December 29, 1973 , ^ 
committed the federal goverjiment to support HijO/s Eni a trial period » 
The law authorised grants and loans to public or non-profit organizations 
and loan guarantees to private profit^aking organisations which enroll 
medically undorserved populations. Awards of up to $50,000 may Be made for 
studies to deteiTnine the feasibili^'of developing or expanding the oper- 
ation of an HMO. Once feasibility^ is established/ the organisation may 
receive up to |125,000 to perform detailed planning. When the plans are 
in placei organizations may receive up to $1 million foi^ the initial de- 
velopment of the HMO, including assembling the professional staff, com-^ 
pleting the organizational arrangements, and marketing for members. 

Although this government funding seems generous, in fact it is estimated 

3 

that an HMO initially requires an investment of $2-5 million. 

Once under development, the HMO can apply for certification under the 
Act and thXis qualify for federal funds to coyer its operating deficits 
during its early years of operation. The maximum amount available to an 



^Public Law 93-222. 



"Marjorie Kfueller, "mO Act of 1973,'* Social Security Administration, Offic 
of Research and Statistics, Note No. b, March 12, 1974, quoted in Medical 
Care Review , April 1974, p. 407| and Frank Seubold, 'WO's — The View 
from the Program," Public Health Reports , March-April 1975, p. 102. : 



^Rosenbaum, or 
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HMO to covW its losses is $2.5 minion;£or a three-year period./, Tlie re- ^ 
quirements certification are stringent, and only^those HMO's which inee^/ 
thoso-requtreinents can benefit from the- provisions bf the Act, 
For certification on mO must be aljle to: 

« Show fiscal. squndness and make provisions against insolvency;^ 

m. .. Take' full financial risk with only limited relnsurantto; . ( 

• Provide hearings and grievance procedures; . :'. 

/ © Bear proof of its quality assurance arrangements; 

* > Offer continuing education for its medical professionals- 

, • RRpor?- to^tbe SecrotaTy of HRW and to the puhlxc and^ 
regardini 'ihe/ costs' and utilization of its se*^^^ 

Another requirement for certificati'on i^^-tfilf the HMO opor. its en 
nient at least once a year to anyone, rM^SdlesS ' of illnesses. Thus, 
may attract members who are unabJL-^<o get health insurance ^Isewhere be- 
cause of their medical probrtins. HMO's are also required tb charge the , 
same fee to all members regardless of their medical, histdry ; .while in- 
surance companies can and do charge higher premiums, td the elderly and 
those who are already ill. WiO's must base their fees oi "community 
rating," that is, the average cost of meeting the medical needs of the 
' ontirc population it serves. "Community rating" require^s higher fees 
than" "experience rating," which is based on the average cost of meeting 
the medical needs of a selected group, for the selected group is generality 
healthier than the population as a whole. Group insurance policies, " ; • 
^whether pVoVided by commarcial companies or Blue Cross or the traditional, 
mo, customarily use "experience -rating," because the groups they serve — 
drawn^^roiii the batter paid wage earners in the population — tend to re- ! \ 
quire les^s niedical care than the unemployed, those employed in low., wage ; 
industries, the. aged, and others, with high medical risks. "/ ' ' \ 




.^Scubold, op. cit., p. 102.. 273 
.^Aaronson , op. cit. , ' p . 4 . 



HMO membership rolls haue^'traditionallyjiceri domi by middle class 

wage oaniers, and encompassing other groups in. 1^10 *s will not only raise 
the cost of providing care to members but will probably also change the 
charactor of the medical. care the WO must deliver. Exhibit III-2S shows 
the difference in the utilization patterns of regular members of the Kaiser 
Plan and medically indigent patients treated by Kaiser under a contract with 
the Office of Economic Opportunity. 

Expanding tIMO membership to include higher risk groups and charging the 
^$mo mpn.thLx.-fee to. all members, is likely to -push up ffiO premium rates =and 
make mO' s less able to compete with other . health insurers. Requiring F&l©'s 
to. have open enrollment, when other group insurance plans do not, may cause 
the HMO to nt tract the sickest members of the population and thus push u^ 
l#10 premiums even farther. In shorty open enrollment in HMO's and the 
mandatory benefits the law requires mO^s to offer may cause an uneven , 
spread of high' and low risk members between F^O's and other health care 
providers and thus may put iLMO*s at a competitive disadvtotage unless other 
health insurance carriers are subject to the ^same requirements . " 

The coverage FiMO^s must offer. their members is extensive: 

m Physicians' services, including consultation and referral services; 
# inpatient and outpatient hospital services; 
9 Medically necessary emergency services; 

m Short term outpatient evaluative and crisis-intervention 

mCTTfal health services (up to 20 visits); 
m Treatment and referral for alcohol and drug addiction; 
© Diagnostic laboratory , services ; 
t Diagnostic and therapeutic radiology services; 
9 ^ Mome health services; 

m Preventive health services including voluntary family planning 

arid* infertility services, preventive dental care for children, 
" = ^ ■ ■ 2 

^ r and chi ldren ^s eye examinations. 



"Aaronson, op. 'cit . , p.. 5. 
2 

Mueller, op> cit ., p. 404. 
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Exhibit 111-25 

KAISER FOUNDATION HEALTH PLAN. PDRTLAND REGION; UTILIZATION 
BY OEO MEMBERSHIP AND REMAINDER OF PORTLAND KAISER 
MEMBERSHIP CUNDER 65] , 1970 



-- ■ ■ ^^..^^^ — ^.^-.^.^ — , _ _. , 


Membership 


- RemaiTidcr of^" 




Utilization Indicator 


Membership 
(uiider 65) 


versus 
Remainder 


Doctor office visits per 1000 
membors 


3,645 


3,270 


+11.5% 


Hospital days per 1000 members 
Average length ^f stay in hospital 


428 


375 


%14.1% 


4.5 


4.8 


■ -^-6. 3% 


X-ray procedures per 1000 members 


743 


794 


-6.4% 


Laboratory procedures per 1000 
members 


3,444 

I 


3,673 


-10.0% 


Averago population during year 


1 6,802 

i 


123,613 

t 


N.A. . 



Source: Xnno R. Sorncrs, ed . , The Kaiser-Permanonte Medical Care Pr ogram, 
Proceedings of a S>Tnposium Sponsored by the Kaiser-Permanente 
Medical Care Program, the Cnmmonwealth Fund, and the Association of 
American Medlcai Colleges, Oakland, California, March 1971 fc. 
York, N, Y. : The Commonwealth Fund, ^1971), p: 143. 



' OliO ~ Off I Q of liconomic Opportunity 
for a modically indigunt population. 



hich contracted \V^th Kaiser to care 
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'If health manpower is^ available and mcmbots have contracted for such a 
service, then the VMO must also offer these bGnofits: 

© Care in intermediate and long-term care laci'lties: 

© Vision care ; 

e Dental services; 

m Mental health services ; 

o Long-term physical therapy and rehabilitative services; 

# Drugs prescribed for the provision of basic or supplemental services. 

Any HMO which offered the extensive benefits required for certification 
.should..find. it5olf.pricei.out..oe..^ -benefi«-^the~iaw-^equirres-~- 
of MMO's are much greater than those provided by most health insurance. Pr^-^ 
miums for an liMO meeting the requirements would be prohibitively expensive ^ \ 
for many consumers even if their employers paid a portion of them. Em- 
ployers will' normally only contribute as much to HMO premiums as they do to \ 
the premiums for other health insurance offered employees; thus, the higher 
cost of HMO premiums must come out of the consumer's pockef . The Kaiser Plan \ 
estimates that, if it increased its benefits^ to qualify as an HMO, premiums \ 

would have to go up as much as^ 10%^ and 10-2d(k of Kaiser subscribers would 

^ - '^2 ■ ■ ■ ■ ■ 

havje to drop out of the plan for lack of moncir'. 

By far the most controversial of the pr ovisions of th e HMO Act Js -the ^'dual 

option'^ section, which in essence requires that every employer of 25 persons 

or more who offers a health benefits plan must offer employees the option of 

joinins an WO, if a qualified one exists in the area .-^ ■ . 

^ The intent of the dual ^option is^ to encourage the dovolopment of HMO^s, 
but, in fact, to date it has proved a stumbling block. The Labor De- 

pirtment contends that a "union as a whole must have the right to reject IIMO 
membership for its members; otherwise a wedge is crcatod wluch can weaken all 
collective bargaining agreements, and an employer might be a^ln to inflict 
an inferior HMO on union members. HEW, on the othnr hand, interprets the ■ ^ 
law to mean that, companies must offer HMO membership vq individual employees 



^Ibid, 
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uvcn ir upinn IciuieriUi ii) vcroes, rlic mn ^ U has been this concrovc^rsy 
which hri^. deiaycHl UFiW^^ , issuing of any rugul uT.i ans , and the dolayMinft bucn- 
a >c!-iouH scrba.'K for HMD's. 

Without a resolution of the dual option issue, no omploycr is likely 
to support an HMO if it might involve serious labor disputes later, Even 
the large, c^^^tabl i shed prepaid plans stand to lose £round during this dis- 
pute, for, although they are not in need of the federal aid which requires^ 
their subinis^ion to the governmen t ^ s rest ri et ions , they have large nuinbers 
of inembers who have joined through coUoetive ^^i^^iilfiJ^fi^^fHl;..^ 
^haveMl t7ir desire ^^^^ these members dissipated by the dual option con = 

■.troviM^:;y . 

Medicare Lndirectly works against tlie HMO eonccpt>^ since it reiniburses 
physieian^^ and institutions on a f ee- for=scrvico basis, with no provision 
for pvcmli] capitation fees. So, while an HM O must accopt loH-incomg , 
^]a...^ t .^n r^^_J_r^ rno with federai priorities, it must also translate 

their vo:vrs from the compre^hen s ivc pre paid fee to Medicare's reimbursement- 
fQr^spiu;inc-scrvice-rendere d ba sij^^ This is ex^tremily costly in time and 
mona>' and weakens the basic advnntnges of a prepaid plan. 

Medicaid, Imwevcr; has been used in some/States to pay HMO premiums for 
the \)OQV, The fixed premium for comprohensi v^^ care seems not to pose the 
^problem with Medicaid that it docs witii Medicare. However, the use of Modi- 
::::id for IfMO premi^ims has been stibject to abuses, for example. Medicaid has 
naid (ilP in- New York higher p/omiums than those paid by regulnr sul|scribers 
fMi the Theory that Med icaj/^ubscr i hers n-^Ou 1 d require more services. However, 
in fact Mcdicaid subscrifiers have used on 1 y one-th iixt as many services,^ ,= 



\jrffuifiian Sp j vak / ' TlliiV Health Care Plan Stirs Conflict with Un icms over Bar^ 
' yninUiu. iUuhvi WaU _^ti;e ei^lournai , danuary 29, 1075\ quoted in Medicaj 
\,-ir'.' kevi-w, bebruat^y H)7:>, pp, i:^()-b:7, ^ • , . 

^Sincr Hicks "[lealth Insurance Groups. Call Services Mandatec! by New Law Too 
.■Vx^^^\vor^ Tlie N ew York Times February M, 1974; see also Jerry Phelan ot al 

y&aiiv. Pract^ice" Prcpnymontl Approach .to Dc 1 i vcri ng^ Organ i zed Hca 1th Service: 

Law -and C o n t em p o r a r y Problems Autumn 1970, p. SIL . 
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principally because many MGdicaid enrol lees were not aware of what HIP 
wus or of the acr.viccs it offered." ' - - 

The HM(1 Act npt only seep gunerallv to encourage the development of 
these health delivery systems but particularly seeks to foster their develop^ 
ment ia rural areas, where health services are often inadequate. Of the 
funds appropriated for HMO^s, 20^ are to be disbursed for projects in 

rural areas, and in all disbursements priority is to be given to lIMO^s 

2 

that will provide care to medically underserved populations. ^HMO's, 



-me^TCfTcF'hcareir^care providers, "hav^ tended "to cluster in a few heavily 

populated urban areas. Thus, the 125 HMO's in operation in December 

1973, &7,Qi-^0% of the total, were concentrnted in 18 cities.'^ Los Angeles 

alonOJuid a quar:ter of the total . "^ However, by the end of 1974 about 27 

rural llMO's had come into existence ,|^nd some seem to have managed to adjust 

' their organisation to fit locnl needs and sparse populations. With Blue Cross 

and Medicare financing / some may be able to operate successfully without the 

it ■ ' _ - - 6 * 

3t),000 populntion base, generally considerod noccssary far, an IW. Buf it 

is too early to coll xliat . th^J^fciei!!l=^£S£Lofi HMO law WxHl be on 
rural ind^ixi^^* for many of the projects now underway are still in the 
earl fust stages .of planning and developments. >^ 
The -llM O law of 1973 has acconiplisWd^vhat several decades of ^labor by 

dvocatcsliad only margi nally acl^ed: ^ It supersedes any state law that 

poses n bnrrlor to I!MO*s by requiring tlie HMO to have /such /things; as- medi ral 
s#3my approvnl 'ot participation by all or a certain- nuinber of physicians 



Health Policy Advisory Center, ^'Crippled HIP," Health/PAC Bulletin , October 
1972, Pi . 16 = 17. ^ . X ' 

'^Soubold, op. oi?. . p. 102. 
3 



Ihterstudy, op. cit . . p. 1^ 

4 ^ f 



J 



^Intcrstuay figures reported in McGraw-Hill's Washington Report on^ Medicine 
and Hea lth, February 24, 1975. V 

Slaspadi^isetts Department " of Public Health, . "Need, Not Numbers: The Rural 
ilMO/' The ^ew England Journal of Medicine , September 12, 1974. 
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in the area. The Act also prohibits laws that prevent mO's from soliciting 
members through advertising.^ However, thcssG provisions of the Act apply 
only to HMO's which meet federal standards. ' 

In summary, the Health^Maintenance Organiz.atiQn Act of 1975 has to 
date proved- a mixed blessing . The law does override restrictive state laws 
and requires employers of 25 persons or more to give employees the option 
of joining an HMO if one is available. Howeverj requiring this option has 
triggered a controversy that thus far has hampere^^thej_than he^ 

HMO's. Furthermore, to qualify for federal aid, the organ- 
ization must comply with federal regulations, which require an mO to provide 
- ' benefits that are prohibitively expensive and to open its membership to 

groups with above average medical costs. In short, the federal government 
is prDscribing an ideal WO, not an economically feasible one . Even the - 
lone successful Kaiser Plan does-not meet all the requirements. In fact,| 
by June 1975 only five IM^s had been certified, and none of these were ; 
large, well established organizations such as Kaiser, HIP, or Ross-Loos." 
" One of the five mO's certified by the government is not a prepaid group 
practice but a medical foundation created by doctors to preserva private 
' practice and .fee- fdr^serv ice paymont for physicians within a^ system of 

fixed premiums for subscribers. Foundations are described in the next sessio 



■■ — . . ^ ■ . , ■ 

Seubqld, op. cit% -fip^ 102-10^. . ji 

^ i - ._ ' "t -j^ ^ 

"Social Security Admindstration , Office of Research and Stat;a sties, telephone 

ffview, June 30, H)7S, . .'^ 
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FoUhOATIONS 



MaUiasl houndatipus hDvn boon araat-Dd by rloctors to prGsBrve 
fe^-for-sarvic^ prcict-ian in privat'^ officGS whil^j meeting the 
demand for cost controls. Soma foundfitions are ev&n seeking 
to gualify as HMO*s^ '. 

Fears about the encroachment of Kaiscr-stylG prepayinent groups, the pos-- 
sibility of getting Medicaid funds, and the Health Maintenance Organisation 
Act -of- 49W--have-provlded- the-impetu 
this country. 

A m edical fQundatio n is an organizati ori of physicians, sponsored by a 
state or local medic al society^^^ji^^Tjracts with ind ustry, unions, or gov- 
ernm ent to provid e health care to R|iecifind groups of patients or that con- 
tracts with a third par ty insurer to review health care_ claims,. When a foun- 
dation provides care, this care is provided not in a clinic or other central 
facility but in the private offices of foundation members , thus allowing 
patients free chrice of physicians^ All foundations provide a system of peer 
review, particulariy in regard to utiliaation of doctors* services and often 
also in regard to fees charged. , = 

Foundation doctors feel that, by wbrking together to improve quality and 
control qosts, they will be in a better position to negotiate with the gov- 
ernment for retaining control In the hands of private . physicians . Many doc-, 
tors, fearful of governnient-imposed controls over their profession, loss of 
autonomy, and inflexible national fee schedules or capitation payments, have 
come to rcgarti foundations as a major hope for preserving the traditional 
mode of rendering medical care -- solo,, fee-for-servlce practice. 

Foundations share many common characteristics and functions* \^ 



"Howard Eisenberg, "There's n MedicaJ Foundation in Your Future," Medical 
Economics , September 27, 1971, p. 92. 

^Carolynn Steinwald, "Foundations for Nf^ical Care," Dlue Croi s Reports, 
August 1971, p/1. ■ = \ ■ . ^- 
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Membership restrictions : tay physician who belongs to or who 
is oligible to join the medical society sponsoring the foundation 
may become a member of the foundation . There is no limit on the ^ 
number of physicians (or the specialties represented) in the 
foundation. 

Peer review ' Foundation peer groups generally are responsible 
for ^reviewing the medical care provided, to ensure that there 
"-^ 1 S^Tir ^ utm&r-^Qi' ' WCT - Wi^ pTiy s 1 ci p^'ieiv i ce s rTiQ " 

^ admissions, laboratory tests, or drug^ ani :;iiuections. The peer 
gT^oups usually set ceilings on fees-fdr-service to eliminate fee 
abuse, but some foundations (such as the one in Missouri) do not ^ 
concern themselves with fees. Foundation peer groups may investi-^ 
gate malpractice suits, and some have the authority to suspend > 
licenses of i/ember physicians. Some foundations have followed the 
lead of Sac^ento, California, in instituting more complete , 
programs to control hospital utilisation. Sacramento*s Certified 
Hospital Admission Program (CHAP) requires physicians to obtain 
advance certification for a specific length of stay for each 
patient admitted to the hospital, with requests^ for extensions \ 
appraised by nurse reviewers and peer physicians. ^Some foundations 
themselves process all patient-service payment claims to detennine 
which ones require peer review, whilm others, leave claims-processing 
to the insurance companies and subject to foundation peer review, 
only those claims which fall outside of established norms. Claims- 
review costs in either case are paid out of patients' premiums. 



^Bauer and Densen, op. cit. , p. 72, 

^Richard Egdahl, "p/undations for Medical' Care," New England Journal of 
Medicine /March 8< 1973, pp. 491-498. - 
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m Method of payment : Foundation doctors are paid on a fee-for- 
service basis either by the foundation directly or through a 
third party insurer. In most foundations, the charge must not 
exceed the ceiling set by thfe foundation's peer group* A few 
foundations (such as Missouri's) do not sponsor any health in- 
surance planr ' They just review claims made to Medicaid, Blue 
Cross or other insurers. Many foundations, however, sponsor 
some prepaid. hTOltK..insurance..pl 

work through third party ' insurers which meet the foundation's 
prescribed standards for coverage (generally a broad scope of 
benefits with emphasis on office care and other low cost options), 

' although such foundations do not always enforce their prescriptions 
^about minimum benefit packages. Other foundations sell health 
care contracts directly, writing off the risk portion with a 

\ functioning insurance company. A few foundations (e.g. San Joaquin, 
in California) provide comprehensive care on a. prepaid basis, 
charging patients a flat annual fee, paying its .member doctors on 
a fee-^for-servicg basis, and absorbing any losses by reducing 
doctors* fees if contracts do not cover costs. Although many 
foundations are not-for-profit, organizations, some are listed as 
for-profit by the Internal Revenue Service.^ 

m Do-ctor-hospltal relationships - Hospitais generally have reacted 
favorably tp the foundation ipvement. They recognise rising 
costs as a common enemy which foundations are attempting to con- 
trol. However, there are undercurrents of resentment among hos- 

2 

pitals about the increased leverage foundations provide doctors. 

In 1971 there were 37 foundations in existence; by 1975, that number 
was greater than 103. The rapid expansion of foundations gave birth to the 



Steinwald, op. cit. , p. 5. 
'Eisenberg, op, cit. , pp. 95-96. 
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Ajnerican Asscsciation o'f Foundations for Medical Care. The AAFMC estimates 
that there are now 120,000 foundation physicians involved 4n the care of, 
more than 7 million patients. The foundations in existence today arc 
spread over 47 states withyl7*l. in Californiaj where foundations originated 
in response to the threat of prepaid plans such as Kaiser-Permanentei 
While the majority of foundations cover one or several couVtieSj there arc 
state-wide operations as well. 

FounUatiotts tan qua! ify Health Mairiteriance O^ if they 

Operate on a prepaid basis and provide sufficiently comprehensive care. A 

2 

number of foundations (labeled ^'comprehensive" foundations.) are already run 
essentially like I-IMO's with the exception of absorbing losses when contracts 

do not cover costs, and by July 1975 one foundation had won liMO certification 

^ ' # ■ 

by the govornmcnt , Other foundations Clabeled "claims review'* foundations) 
are little more than peer review mechanisms* 

Even iliMO-type foundations , however, do not appear to reduce hospital 
utilisation as prepaid group practices do* A 1971 study by the California 
Public Employees Retirement, SysLcm found that utilization rates for both 
hospital days and ambulatory doctor visits were higher under , foundation-type 
health plans than for any other typQ of health plan/ A 1973 study of the 
experience of Medicaid benof iciaries enrolled in the Clackamas County Foun- 
dation in Oregon suggests a markedly higher hospital utilization rate than - 
fOT^Li Medicaid population in a neighboring county using open market patterns 
without a foundation,'^ 



^American Assoclatiqn of Foundations -for Medical Care; telephone interview^ 
July 1 , 1975. ' . 



7 

"^Egdahli op. cit. 



^Social Securlry Adm fni stmt ion , Office of Research and Statistics^ telephone 
.interview, Juno 30j 1975. - 

^Milton Roomer and William Shonick, "HMO Performance: The Recent Evidence," 
Health and Society (Milbank Memorial Fund Quarterly) , ^ Sununcr 1973, pp, 286- 
288. "~ ^ " . ' ■ ■ ' ' 

f ■■ 

■^Ibid. , • ' . . - ■ • 
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Foundations do have one advantage as a utilization-control mechanism: 
They provide incentives to individual practicing physicians, who in many ways 
are the crucial decision makers in our health cars system. And the incentives 
provide quick feedback to these decision makers: Questioned claims are 
ordinarily settled within two or three Tnonths," unlike other cost incentive 
programs whose impact may not be felt for several years, (See section on 
JlReimbuMement™%^st€msi^^.4iv provided by — -^^ 

foundations reachesQdoctors in a pressure-sensitive area, namely their 
wallets; If a doctor performs a service not approved by. the foundation's 
peer review system, pa>TTient for that service- will be withheld. And a doc-- 
tor who habitually presents questionable claims is subject to close scrutiny 
by his col leagues s and some foundations have the authority to suspend the 
license of member physicians. Thus, the weapons at the disposal of foun- 
dations can be effective ones if the physicians elect to wield them vigorous- 
ly/ There is the danger, however, that medical foundations will gravitate 

toward a least common denominator level of norm-setting to avoid confronta= 

2 ' • ^ ' 

tion with their physicians. 

The peer review activities of foundations make them natural organiza- 
tions to form the basis for PSRO 's . (See Chapter II 0 Foundations were, 
in fact, the testing ground for some of the concepts in the PSRO legisla- 
tion. ■ 

In addition to reviewing utilisation of mediciil services, foundations 
often set limits on the physician foes ^ that will be reimbursed. These limits 
have less potential as cost-control mechanisms than utilization review, for 
fee limits are based on, say, the^ 80th percentile of the doctors' fees In ^ 
the area.^ Doctors remain free to raise their fees at will, and, if a sub- 
stantial number do so, the limits on reimbursable fees automatically go up. 



"Bauer and Densen, op. cit . , p» 84. " 

^Ibid, , p. 88. ■ . / ; . : 

^Health Policy Advisory Center; "The Vanguard of the Rearguard,^' Health/PAC 
Bulletin , February 1973, p. 5. / . ' 



2^8 4 



/ 
/ 



ERIC 



268 



A number of foundations were brgariized to provide care to Medicaid 
beneficiaries. The existence of a foundation appears to increase the per- 
centage of a county's physicians that will treat Medicaid patients* A 1973 
study by Roemer and Gartside also found that, in the performance of surgical 
operations on Medicaid enrollees, the work was more often done by properly 
qualified surgeons in the San Joaquin Foundation area than in the comparison 
county.^ However, a study of obstetric ^care^ provided M^ 

two California counties found that the medical care foundation model did not 
yield any significantly better perinatal mortality outcomes than the conven- 
tional private practice model of health care delivery.^ .Also, there have 
been reports of abuses in some of the foundations serving Medicaid patients. 
TTiere have be,en complaints of fraud, of inadequate patient care, and of 

. . _ - - 3 

excessive administrative costs. 

Foundations do nothing to increase the number of physicians in an area, 
to ensure a better distribution of physicians among the various^ specialties , 
to set up night or emergency clinics, or to stimulate preventive medicine 
or public health cajn^aigns. They thus do nothing to increase the medical 
services available in an area, to improve the rntegratlon of the various 
elements in the health care system, to make more efficient the use of scarce, 
health resourcesS' or to help consumers bewilde'red by the increasingly com- 
plex array of health care providers. Foundations just as their creators 
intended — are a means of preserving the traditional fee-for-service health 
care system while instituting sufficient cost controls to satisfy public 
concern about escalating health care costs. 



Roemer and Shonick, op. cit. , p. 280.^ 

^John Newport and Milton Roemer, ''Comparative Perinatal Mortality under 
> Medical Care Foundations and Other Delivery Models,** Inquiry , March 1975, 
p. 16. ■ ■ , ' . 

^Stuart Auerbach, "California Health Care Plans Faulted on Profits", Costs," 
Washington Post , March 14, 1975, quoted in Medical Care Review , April 1975, 
■ pp, 373-375. ~ ^ . . ^ . " 
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There is a danger that foundations will be established .solely to keep 
a competitive fun.: of medicar service ^- prepaid group practices - out of 
the market.- However, if foundations and prepaid group practices exist in 
competition with one another, each form of health care delivery could stlmu= 
late the other to curb possl^ble weaknesses: Foundations could keep prepaid 
group practices concerned about quality of care and patient^doctor relation- 
ships, while the group practices could encourage foundations to keep their 
costs down and perhaps to iTltegrate care better. Offering the consumer a 
choice in modes of health caW delivery mi|ht be the best means of improvinf 
the U.S. health care system.^ 

\ 



iciark Havighurst. "HMO Cs and the Market for Health Services," Law and Con- 
temporary Problems, Autumn 1970, pt>. 773-774. , 
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APPENDIX TO CHAPTER III 

THE KAISER PLAN^ 



The Kmiser Plan his long operated in the general fashion 
of an HMO,^ A study of Kaiser gives somB insights into 
the strengths and weaknesses of iiiis mode of delivering 
health services^ 



By far the largest /and best knom exainple of an HMO^-type organization 
in thia country is the Kaiser Plan, which has been cited as a model by nearly 
all groups advocating PM*s. The Kaiser Plan was started in the 1930*s by 
the late Henry J, Kaiser to provide liiexponsive^ high^-quality medical care 
for the employees of l^is Industrie organization. Today ^ the Kaiser Plan 
serves more than 2.8 m%^l^n members, usir^ a network of .approximately 2,800 
physicians, 24 hospitals, .and 60 medical clinics. Each region covered by the 
Kaiser Plan has a clinic )^ith general practitioners and specialists. Patients 
have a "family doctor*' .^-Who refers them to specialists within the clinic when 
necessary. If hospitalization is required, the patient is sent to one of 
the Kaiser hospital^/, many of which adjoin the clinics. 

.ORGAfNlIZATION ■ ^ 

The Kaiser Plan is administered by .three distinct groups: The Kaiser 
Foundation flealth Plan, Inc.; the Permanente Medical Group in each region 
served by the Kaiser Plan; and the Kaiser Foundation Hospitals. 

• Kaiser Foundation Meal.th Plan, Tnc. r This is a non-prn^it 
corporation, exempt from federal taxes on corporate income 
and/ general ly exempt |from state^ income taxes . Basically an ,^ 
aciininistrative and contracting organisation, the, Plan does * j 
-not provide any health care services/. Its principal furic-^ , \ 

tions are (1) ery?olling health plan members; (2) maintaining i 



1 ' ' ' ^ 

For a thorough report on the Kaiser Plan, see Anne R. Somers, ed./The j 

Kaiser-Permanente Medical Care Program , Proceedings of a Symposium Sponsoredl 

by the Kaiser-Pemanente Medical Care Progr^,"The Commonwealth Fund, and ' 

The Association of American Medical Colleges.^ Oakland, California j March 1971 

(New York, N.Y. : The CommonwealHf-'Fund, 1971) • 
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personnel, supplies, and overhead expenses as Well as lab» 
oratoriss located in and out of hospitals, X-ray depart'- 
ments, physical 'therapy, and the like. 

Kaiser Foundation Hospitals - A separate non-profit cor- 
poration, Kaiser Foundation Hospitals, Is responsible for 
providing not only inpatient hospital facilities but also 
outpatient office facilities s^id all othef facilities, in- 
cluding land,, taildings, and equipment, required to con- 
stitute a modem medical center. TTte Hospitals operate under 
a contract with the Kaiser Foundation Health Plan. 

Because of their tax-exempt status^ tha Hospitals are obliged 
to utilize their resources for general public benefit in such 
fields as charitable care, education, and research/ The / 
Kaiser Foundation Research Institute, a separate accounting 
division within the hospital corporations has been established 
as a vehicle for conducting major non-clinical research. 

In addition to the active medical staff, consisting pri- 
marily and often exclusively of Permanente physicians, each 
Kaiser Hospital has a sizeable courtesy staff of conmiunity 
physicians privileged to admit patients within the limits 
of available capacity. , 

The Hospitals and the Kaiser Foundation Health Plan have 
a single management, at least ut the level of the regional 
manager, md budgeting for The two is combinea. 



BASIC PRINCIPLES 



The Kaiser Plan operates under a number of basic principles* 

« The consumer should have a choice . At least one alter- 
native means of health insurance must^ be offered each 
individual eligible to join a Kaiser Plan. Every Kaiser 
member can drop his plan and change to an alternative carrier 
should he become dissatisfied. * 



2m ■ 



m ' The membership should have some voice in the pi 

'■ though there are no consumer representatives on tne various 

boards of directors, some geDgraphic areas have health plan 

councils with representatives from the mambership groups. 

Individual jnembers, too, often exert influence on the health 
. plan organisation on matters specific to their o¥m group. 

If, after labor-management bargaining, an employer-employ'ee 
' group should want to cut its payments to Kaiser, Kaiser will 

arrange to cut the benefits of the group so that the redueed 

payments will cover the costs, 

s Covefage shdiuld be broad . In, addition to hos|5itai coverage, 
the Kaiser Plan provides nearly all professional services 
at home or in the clinic, although some Kaiser programs do 
" not cover psychiatric, convalescent, or dental care. Out- 
patient drugs are covered, and/ in some programs^ so are 
eyeglasses. Ov^er the years Kaiser benefit coverage has - 
been repeatedly broadened. Various options are now available. 
For example, although mopt Kaiser groups ^have hospital cov- 
erage for only 111 days per person per year, groups that 
want 565 days of hospital coverage or extended care bonfifits 
can get these additions on a special loading basis. 

9 The plan is financed by membership dues paid in advance . 
The same prepaid monthly rates for the same benefits are 
' charged to individuals or group s rega rdless of age and sex 
md regardless of utlliaation . Since prepayment is made 
directly to the providers of care and is not determined by 
actual services randered, both the hospitals ^d the doctors 
are better off if the patient remains well. Prepayment 
coverage is as comprehensive as possible in order to remove 
financial barriers that co^%keep members from seeking care 
eai:ly. Despite prepayment, it is claimed that averutilizatlon 
by members with psychosomatic ailments H^s nbt been a problem. 
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Medical carft is provided By multi-specialty groups ^ which 
are based on a partnership rather than a salaried doctor 
arrangement. These groups, which take responsibility for 
providing comprehensive medical care to the Kaiser plan 
membership, are independent organizations with absolute 
freedom of practice and no lay domination or control* 
However, in cooperation with the Kaiser Plan and the Kaiser 
Hospitals, the medical groups play a role in administering 
the overall Kaiser program. It is claimed that physiciansL, 
have be^n able to work well in tandem with the Plan. and the 
Hojipitals despite the fact that the physicians constitute 
an organization of "resolute, high-principled, and con* 
tentious professionals** and the other two are non-profit 
corporations with "strong, aggressive lay management, 
The three groups are not bound together by contracts but 
by conunon goals and shared .philosophies . 

iMedieal care and hospi t al care should be coordinated . In- 
patient and, outpatient facilities are combined .for optimal 
utilization of offices, hospital facilities, X-ray, labora- / 
tory, and other equipment. The Kaiser Plmi, the Kaiser Hos- 
pitals, and the Medical GrDups share responsibility for 
striking a medically appropriate balance between economy 
and quality and for ensuring' appropriate uti ligation of facilities. 
Major policy decisions arc made jointly after consultation 
and mutual consent. 

Prepaid duos C plus other revenue) shou ld cover the financial 
requi rements of the Kaiser Plan , The Health Plan's pay- 
ments to the Kaiser Hospitals when taken in conjiunction , 
with the hospitals' revenues from non-Plan sources must 
be enough not only to eover operating costs biiEt also to 
provide the hospitals with funds for coristruction and for 
new equipment. To the Medicai Groups the Plan pays a nego- 
tiated and contractually, agreed amount per member per month. ' " 
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The Plan also pays the Medical Groups on a cost-reimbursa- 
mmt basis for certain types of additional expenses inwrred 
in connection with Group functions but not within the Group's 
control (e.g.p a union-negotiated wage and salary increase 
covering clerical employees of all organizations within the 
progra©) . In addition, the Plan sets aside funds to finance 
a retirement program for physicians in the Permahente Groups. 

If the whole program in a region. was planned well and per- 
formed well, there will be some revenue remaining in the Plan's 
pool even after payments to the Hospitals and Medical Groups 
have been made. One -half this amount is distributed to the 
Medical Group as incentive compensation, and the Medical 
Groups in turn, uses at least a portion of this to pay bonuses 
^to the doctors as a supplement to their salaries. The remainder 
is retained by the Hospitals and Health Plan as additional 
earnings available for facility development, debt repayment, 
or other prograin pu^oSei. This incentive compensation plan 
is currently in effect only in the two California Kaiser Plans, 
which are inuch the largest and oldest ones* 

SUCCESS OF THE KA!SER PLAN • 

Has the Kaiser Plan in fact accomplished all that its ardent pro= 
ponents claim'? Some measure of its success is Indicated by the following: 
» Membership in the Kaiser Plan has grown steadily and rapidly . 
In 1950 there were 154,000 members in all the Kaiser Plans; 

by 1960 there were 808,000, by 1970 there were 2,166,000,- 

2 _ 

and by May 1975 the number had grown to 2,838,957. New 



'^Somers, op. cit, i p, 197* 

Inforniation supplied on the phone by Kaiser Foundation Health Plan,- 
June 1975. 
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members are won without an advertising program, ^but approxi- 
mately 87% of the members join through an employer or a 
union. Members are free to leave the plan^ but it is claimed 
that many retain their mCinbership even when they move out of' 
the area sewe^ by the plah,^ A 1970 survey in Southern Cali- 
fornia indicated 80% of the members felt their professional 

contacts were ^'satisfactory" or better, and 95% regarded the 

■■ • 2 
Kaiser Plan as a '^good*' or "excellent" value. Kaiser mem- 

" bership consists primarily of employed blue-collar and white- 
collar workers Md their families, and this includes com= 
parativeiy few from the lowest income groups and from the 
over-6S population, which tend to have the most severe 
medical problems. ^ ^ 

m Kaiser hospital utilization rates are significantly below 
the rates of comparable populations . While enrollees in 
the Federal Employees Health Benefits Program have con- 
sistently experienced utilization rates in excess of 900 
Hospital days per 1*000 members per year. Kaiser Vim mem- 
bers have consistently enjoyed a hospital utilization rate 

3 

of between 480 and 510 days per liOOO members per year. 
Even if adjustment is made for differences in the social 
characteristics and age distribution of the U.S. population 
and of Kaiser members, th Kaiser hospital iitilization ■ 
rates have been impressively low, as can be seen in Exhibits 
. S-III-1 and By 1974 Kaisei^'s hospital utilisation 

rate had declined even farther than the 1961-1970 rates in-, 
dicated in the exhibits.^ Miile kaiser hospital utili- 



Somers, op. cit . , p. 60. 

Sheila Johnson, "Health Maintenances It Works,.*- New York Times Magazine , 
April 28, 1974, pi 38. " " 

Johnson, op. cit . , p. 36. 

^Kaiser Foundation Health Plan, Medical Economics Department, telephone 
interview, July 1, 1975. 
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Ibid, 



zation rates are decreasing slightly, the number of doctor 

offiue visits par member per year has remained remarkably 

constant at about 3,6 over the past 15 years. This would - 

suggest that Kaiser patients are not getting sick less often, 

but their maladies are more often remedied without resort 

to hospital care, and/or that the length of their stays in 

hospitals is declining. Exhibit S-III-2CB} illustrates 

this from 1961-1970, and the trend has not been significantly 

1 

altei^cd through the past 5 years. 

Th e Kaiser Plan has been able to provide health care at a 
compar atively l ow cost . In 1967 the National Advisory Commis- 
sion on Health Manpower determined that "The Kaiser Foun- . 
dation Modical Care Program has been able to achieve^sig- 

nificant economies in the use of scarce resources and in 

2 . 

"the. medical expenses of their subscribers." The Social 
Security Administration in 1971 calculated that per capita 
medical expenditures for hospital use were respectively 18% 
and 11% lower in Northern and in Southern California for _ 
Kaiser enrollees compared with care under other auspices* 

Despite Kaiser's low costs, the National Advisory Commission 
on Health Manpower concluded that '' The quality of care provided 
by Kaiser is equivalent to, if not superior to, that available 
in most conimunities ."^ A 1972 study by the UCLA School of Public 
Health analyzed family medical records of persons enrolled in 



^ Report of the National Advisory Gommission-^ pn Health. Manpower, Vol , 1 1 
(WashingtonV D~"C/: U.S* Government Printing Office, iNovember 1967) . 

%Iiltori Roemer and WilliaJn Shonick, 'WIO Performance: The Recent Evidence," 
Health and Socloty (Mi Ibank Memorial Fund Qunrterlyl . Summer pp. 284-2SS- 

^Johnson, op. cit . , p, 40. . 
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\ three types of health plans, including Kaiser j and d'etennined 

that the quality of medical care was highest for group practice 
' plan, members^ 

• The Kaiser Plan has failed to make any major innovations 
in the practice of medicine despite its concern about pro- 
viding health care economically* For example, the National 
Advisory Commission on Health Manpower Teported that, "There 

does not appear to be unusual substitution of auxiliary per- 

2 

sonnel for physicians. " 

• Wall establlshed_ Kaiser Plans are financially self-sufficient . 
They have been able to build into their revenue structure an 
income flow sufficient to cover all operating requirements 
and to provide for moderate but sufficient generation of 

capital for facility . improvement ^ facility replacement , and 

3 . " ^ ■ • 

reasonable growth. 

Kaiser Plans* have no regular source of outside financing 
other than long-term l: arrowing from the money markets* 
Initially new Kaiser Plans^ such as the ones in Colorado 
and Ohio, operate in the red^ but they reach a break-even 
point once their membership has grown sufficie^itly* 



Kaistr Foundation, Kaisor Foundation Medical Carg^ Program 1973 . 
SomerS, op . c i t . , p. 70* 
Ibid . , p. 30. 



Exhibit S-III-1 



KAISER FOUNDATION HEALTH PLAN HOSPITAL UTILIZATION 
RATES BEFORE AND AFTER AGE AND SEX ADJUSTOENT: 1969 





Hospital 
Discharges 
per 1,000 
Members 


Hospital 

Days 
per 1,000 
Members 


Kaise 


Utilization Rates: 










A. 


Before adjustment 






78 


488 




After adjustment to 
Region population 


Northern California 
distribution 


87 


605 


C. 


After_ adjustment to 
distribution 


California population 








86" 


604 . \ 


D. 


After adjustment to 
distribution 


U.S / popi 


ilation 


86 


613 



Source: A_nne Somers, ed, ^ The Kaiser-Permanente Medical Care PrO" j 
gram , /Proceedings of a Symposium Sponsored by the Kaiser-Per- | 
manTnte Medical Care Program^ The Commonwealth Fundj and The 
Association of American Medical Colleges^ Oakland, California, 
March 1971 (Hw York^ N,Y. : The Commonwealth Fund, 1971). p, 44. 
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Exhibit S-III-2 
PATIENT UflLliATlON OP TOE KAISER FOUNDATION HEALTH PLAN 
SOUTHERN CALIFORNIA REGION: 1961-1970 



A. Trend of Hospital Patient Days Per 1,000 Members 
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Anno Soiners, ed, , The Kaiser^ PaiTPanente Hedical Cara Program , Procead^ngs 
of a Symposiuiii Sponsored by tha Kaiser-Permanente Medical Care Progrfo, 
The. Commonwealth Fund, and The Association of American Medical ColiegeSj 
Oakland, California, March 1971 .(New York, N.Y. • The Conunonwealth Fund, 
1971) , p. 05. 
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CHAPTER IV 

THE HEALTH CARE SYSTEM 



The changing aharaateristlas of our population, the new medical 
technology, inamasing government regulation, and changes in 
thm 'econoMaB of health care are generating new prBBSureB on 
the health cmre system. The system muBt somBhow find a way 
to driver bBtter health care to more people and Bimultaneausly 
to^i'Bduae the cost of delivBring this care* Soim reorganiza^ 
Hion'will clemrly be necBSBary if the system is to meet this 
dual challengB. / 

Orqwization of the Ha^TH System 

Health care in the UnitBd States is currently dBliverBd by a 
wide spectrum of providers , as can be seen in Exhibit IV-1^ 
Although there is some informal cooperation, these various 
providBrs are not linked together in any systematic way. They 
operate independently and autonomouBly , each being responsible 
for only a small portion of what might be called the "total 
care" of the patient. As a result, patients may receive ex^ 
cellent carelfor particular health problems, but gaps in 
mBBting their overall health ctfre neBds can occur because of 
inadequate coordination among the kaleidoscopB of health care 
providars. The system gives high priority to acute care and 
pays little heed to the other ends of the spectrum, preven--^ 
tive care and aontinuing cmre^ 

The delivery of health care' in this country opermtBS on a 
free enterprise basis without the constraints that price 
competition imposes on other segments of the economy.^ There 
is competition among doctors to win patients, but price 
usually plays no role in the pmtient's choice of a physician, 
and few mBasuring sticks or consumer guides arp^ailable to 
help the often bewildered consumer. In sele^€ing other health 
care providers, the patient has little voice, for it is pri- 
marily the doctor, not the patient, who determines how much 
and what kind of hospital care the patient receives. Thus, in 
a sense, doctors compete to win patients, while hospitals com- 
pete to win doctors. Hospitals add BlabaratB equipmBnt at 
least in part to please their doctors, who are busily supplying 
our seemingly insatiablB need for health care. Stimulated by 
the infusion of funds from the government and from health in- 
surance, our health care system has grown like a well nourished 
Topsy, i/ith little caherent effort being made to utilize health 
resources economically and efficiently. 
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.PREVENTIVE CARE r . 

/ ( / ' - i V- ^ ■■ , / _ _ • 

^ Preventive care is . the weakest point in our. health care systein . : Edu- 
eating people about good health habits and taking measures to prevent ill- ^ 
ness are, relatively simple and inexpensive procedures that have no glamour in 
a system geMed to sophisticated clinical technology. Such preventive care 
programs as exist tend to be underfunded and understaffed. In theory, pre- 
ventive care programs should be part of health care services at every level w 
but, as a general rule, this is done systematically only in such FMO-type 
orcaniiationB as Kaiser PermMente and the Harvard Community Health Plan. 

' ^ ^ ' ■ ■ ^ ^ ■ I ' ' ' - ^ 

Some institutions currently focusing on preventive care are the fol low- 



ins 



e School health programs : Schools attempt to teach their students 
good health habits^, to eciucate them about the hazards of smoking j 
drinking, and drugs; to help them^ understand the functioning of 
their bodies, and to provide them with sex education. Schools 
also often have programs to test the hearing, vision, and teeth 
of student f to detect\problems that need correction/ And schools 

^ sometimes have inoculation programs or require students to gfet . 
inoculations elsewherl. 

• Well baby clinics : These prjovide regular checkups md inocu- 
lations to babies, arid they sometimes have programs^ to educate 
mothers on/proper ci^re of their babies, ^y serious heaitn ^ 

■ problems uncovered in these clinics are referred Elsewhere 
for treatment. 

^ Family planning clinics : Family planning services are pro= 
vided in free-stOTding clinics, postpartum clinics in hos- 
pitals, in neighborhood health centers, and, of course, in 
doctors' offices, /in 1973, nearly 7% of the nation's non- 
^ federal', short-term hospitals offired family planning services. 



^American. Hospital Association, Hospital Statistics, 1974 op, cit,, 

p. 9. \ -- 
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and growing pressure from such groups as the League of Woman 
. y voters will undoubtedly increase the' number of hospitais pro- 
\ viding such services* " 

1 ■ , ■ ■ ' ' - ' ' 

• / Poison/ information and control centers i These centers seek to 
/ ■ — [ — = ^ ^ : 

educate consumers about the dangers of certain substpnces^and 

to tell people What measures to take in case of accidental in- 
^ gftstion of poisons. / 

• Meri^an Health Foundation : Plnanced primarily by federal 

' ■ iv^^-, ■ I - ' ' ■ ■ ^ " ^ -■ " / ^ V 

4% ,gtaiiLt^:5^his foundation ■ up a multiphasic screening 

center^^o detect illnesses, has issued recommendations for 

/ changes in the average American diet, organizes smoke cessation 

clinics, has created TV cartoons on preventive medicine, and 

has developed teaching modules on health education for schooj^s 

to use* It also does research to determine which factors_-putr\ 

people at risk of certain maladies and— is working on reducing 

the nicotine content of dgarettes* ^ 

» Vartous government projgrams such as the Environmental Protection \ 
Agency, the Occupational Safety and Health Administration, and the 
' National Center for. Disease Control: Thfse programs are .described 
in Chapter II. 

Much preventive care is provided at the primary care level, in ^ 
private doctors' offices or 'neighborhood health centers, wherfe patients 
are given inoculations to protect them from diseases and tests to de- \ 
termine potential health problems. But educating consumers about good ■ 
health habits tends to get overlooked: Doctors are often too busy treating 
existing health problems to devote adequate time and thought to educating 
their patients about means of avoiding health problems In the future. 

PRIMARY CARE 

Primary care^ that is early detection and routine eatment of health 
problems, is. the level of care at which most people en^er the health, care 
system. The point of entry can be through a variety of institutions: a / 
physiclm practicing independently or in a group, a clinic, a hospital out- 
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patient facility or a. hospital emergency robrOj a neighborhood health, ceriteri 
a community mental health center, a migrant health center, an industrial 
health facility or a school or college health unit. 

The patient who elects to enter the_ health care system through a 
" private doctor is spmetimep faced with a difficult problem of selectioi!* 
Relying- often on suggestions from friends with little spphisticated medical 
knowledge^ he must determine which of the available physicians in his area 
are--^good*" He must also ascertain which physicians practice the^ specialty 
ha requires. Here he can receive some guidance from the local medical 
bureau, but the consumer is sometimes confused about exactly which specialty 
he needs, particular'ry now that doctors are tending to specialize in narrbwer 
areas. Of course, once the consumer has found a good geniral practitioner 
or fajnily doctor^ he has also found a good guide through the complexities /of 
the. health care system.; Such a doctor can recommend appropriate specialists 
and can steer, the patient to. suitable hospitals should this be necessary. 
A clinic or multi-specialty group practice also provides a good means of 
entry into the health care system, for such /institutions generally offer their 
clients both **fajnily doctors*' and specialists to whom the patient can be de- 
ferred if necessary. , 

' . In J975 there were 295, 257 physicians in patient ; cai:e in /the United 
/States, or 141 physicians per 100,000 population. About 32% pf'these werp - 
interns, residents, fellows, or full-time hospital staff physicians. The 
remaining 6S%, or 201*435 doctors, were in office-based practice. Although 
the total number of physicians grew 66% between 1950 and 1973i the/ number of 
office-based physieians in patient care declined from 108/ per/ 100 ,000 popula^ 
tion in 1950'td 96 in 1973. The number of hbspita^l-based physicians in 
patient care, however, ^as increased more rapidly than the population. 

.//- . ^ . .'■ , ■■^■^ , , ■ 

Nora Piore, "Problems and Opportunities for Community Hospitals in Primary 



Care,'\ Community Hospitals and the Chall enge of Primary Pare fNew York, N.Y. : 
Columbia Uniyersity, Center for Copiunity Health Systems/, January' 1975), pp. 
13-14; 'and American Medical- Association, Center for Heal/th Services Research, 
.and- Development, Profile of Medica l Practice : 1974 CChxcago, 111. : Americnn 
Medical AssocintionT 1974t,~p.^~98. < ~ \^ ' .. 



x-.^:;:^:v ■■ r- j ■ . • : ■ ....... } . ... ■ . , ■ i . 

"y ■.. . - ''^^ , ■,. / 

^ f This is a reflection of the fact that a growing numb^ of peopl^ are entei^- 
ing the health cafe system not through a physician's office or a clinic but 

a hos pital facility such as an outpatient department or an emergency, 
/room : The reasons for the increasing tendency to seek primary madicarcare in 
a hospital are, many and coffiplex. A few of them ar©^ ^ ' , 

• Doctors refer their patients to hospitals for outpatient care because 
the hospital has equipment the doctor does not have in his office* 
■ T^^ is a reflection of the new medical technology. 
Patients soraetiines encountar difficulty, in getting attention from a 



' , .private dictor outside of office hours, while. more and more hospital^ 
emergehcy rooms are open 24 hours a day; » 
• • Our inner cities and our remote rural' areas are often inadequately 
supplied with doctors^; , / . ' ' ■ , 

• In our mobile society, an individual may find ■himself confronted with 
a medical problem when he is new in town arid without access to advice ' 
° on selecting a "good'^ doctor. An insUtutioiv^such as a hospital is, 
. easier- to locate than an individual doctor, -TTii^ Is particularly true 

for the poor.. . ■,: 

In 1954 there was one hospital outp atient visJt^fnr every nine visits to 
; - a Physician' s private office: by 1970 bn^pital visits^ had grown to one for eVery 
• four to the private offic e.^ In just a decade,' outpatient visits. 'to non- federal, 
shortwterm ^spitals more than doubled, rising from 85. 7 million in 1963- to " 
17S. 9 million, in 1973. (Saa Exhibit- IV-2.) ■ . 



Hiilton'Roemer, "From Poor Beginnings, The Growth of Ambulatory Care,'' Hospitals, 
March 1, 1975, p. 42. / / t ' ' . 

^Stuart Schweitzer, "Incentives and. the Consumption of* Preventive Care," 
Consumer Incentives for Health Ca re l ed. S«ma Mushkin CNew York. N.Y.: 
Milbank Memorial Fund, 1974)-, p. 44. ,^ , ; , . ' 

Wa: Plofe' Deborah Lewis, and Jeannie Seeliger, A .Statistical Profile^of ; ■ 
»n.p^1■fl^ Out patient Services in t he. Uni ted Sta-tes;: Present Scope a nd Potential 
Role CNeW York. N.Y.: Associatio n jfo? the Aid of Crippled Children, August 
19711. 
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Exhibit lV-2 

NUMBER AND 'TYPE OF OUTPATIENT VISITS TO 
NOM-Fr-DERAL, SHORT-TEW! HOSPmLSl 1963, IDAS, A\ND 107:4, 
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Source: Americaii Hospital Association ^ Hospitals , Journal of the American 
^ ^Hospital Association, Guide Issue - Part 2, August 1^ 1971, p. 448. 



CChlcfiLgo, ril.r 1974), p. 34. 
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There are three types of outpatient visits to hospitals, The type 
that has grown most rapidly is the visit that: involves us© of hospital emer- 
gency services: These grew sixfold between 1954 and 1973; ;Bna-, while in 19S4, 
such visits Iconstituted 20% of. all outpatient visits to non-federal, short- ■ 
term hbspitals, they had gsown to 35% of the] total in 1973. "It c^n be ■ 
assu]ned\that this large increase probably was not because more persons 
needed eineriency treatment but rather because mdre patients looked to emer- 
gency dej^artments to meet their primary health care needs, whic^l, could not 
be met eliewhere."^ A substantial portion of the patients coming to emergency 
rooms clelrly are not true emergency casMs The New York United^ Hospital Fund, 
for examplo, found non-emergency cases in four hospitals ''surveyed ranged f rom . 
50% to 85% of all. visits to emergency rooms,' Some of theke cases are" patients 
who have no other source of care, and others are ■patients with private doctors 
,who were not available when needed or who instructed the patie"Ms to meet 
them' in the emergency room.i ■ The non-emergericy cases inundatini^> emergency 
rooms niake it difficult to provide prompt treatment to true emergencies, while 
the patients/ sifking primar^; care face long waits ^o get attention from - ■ . I, 
harried doctors. And there is little .follow-up provided patients, treated 
in emergency rooms.' ■ ■ - ■ 

Another, type of putpatlent visit that has grown rapidly is the visit 
of a patient who has be^n referred to the hospitar by liis doctor. Such 
patients /come, to the hospital to lise equipment not available in a doctor's' 
office or to consuls^ a specialist in one of the hospital's specialty clinics. 
Referrai visits increased fivefold between ,1954 and 1&73, reflecting 



■^Roemer, "From Poor Beginnings .. .," op4, cit^, p- 42, 
.^Ibid. , - 



^^Max SiOgil. "inergency Rooms Fouk.ksused by New York City Patients," New 
York Times , April 39, 1974. 'V, , . . ■ 

Wearet Olendzki.' "The Present Rile of the Community , Hospital , in Primary 
Ambulatory^Care," Cominitv Hn^iials and! the Ch^ "^"^« °f /^^^^g "g^^ 
(New York, N.Y. ' Columbia University, Center for Community Health Systems, 

Jahuary 1975), p. 65. ' ' ■ I ■ 
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t^e^reater specialization and the increasingly sophisticated teehnology 
of U,S, medicine. Hospitals ai-e finding, however, that perhaps half of the 
patients using their outpatient specialty servdces are not patients referred 
by. a doctor but patients ieeking primary care that apparently they could not 
readily obtain. elsewhere. Although the specialty clinics offer good care 
for patients requiring their specialised services or equipment, they can only r 
provide fragmented. Inadequate primary care . " Even. the patient with a real 
need for the r^rvices of the specialty clinic may have his pirimary care neiedl' 
neglected, = / , 

The type, of outpatient visit which has grown most slowly is the visit 

to an organized outpatient clinic prpviding primal^ care often to a regular 'r^^^JJ 

clientele: These' visits only doubled between 19S4 and 1973, Services pro- " 

vided in organized clinics shrank from more than half of the total outpatient 
.... .. ^" ' ' ' -'^ ^ ^ - ' - ^j- ~ ■ : 

volume in 1954 to less than a third in 1973. These clinics have regularly 

scheduled hours but will also treat patients who walk in withput an appointment, 

Traditionailys ' organized outpatient clinics ahdj to a lesser extent^ 
emergency rooms served a predortinahtly indigent pppulatibn, who could not 
afford medical treatment elsewhere. The clinics tended to be shabby aiid under- 
staffed,^ and the patients were used as teacliing mate^rial,. However, with the 
inauguration of Medicare and Medicaid and with the growth of health insurance 
coverage of anibulatory care, more and more patients can afford/ to pay for \ 
their care whether in a hospital outpatient department or in a doctor's 
office* j^d charges for care in outpatient departm^ as high or 

even higher than those in a doctor's office, although the outpatient 



Arthur Berarducci, Tliomas Delbanco, and Mitchell Rabkin, "The Teaching 
Hospital and Primary Care,," New England Journal of Medicine , March 20, 1975, 
pp. 615-616 . _ y : ' ■ - 9^ 

Matgaret Olendiki, "What Hospitals Can Do About Priinary Care'i-- op, cit. , 
p, ' 28- • . ■ 

3 ^ — ^ .. = , 1.. 

Roemerj ''From Poor Beginnings . . . ' op. ext. 
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^departrnent may have a sliding /Scale of fees based on the patient's income. 
In soma cases, car© in an outpatient departinent is covered by health insurance 
while care in a doctor's office is not. In. general, however, patients today 
seek primary care in a hospital outpatient facility, jidt in order to save y 
money, but because they cannot readily find such care elsewhere. One hos- 
pital fomid in 1975 that^/64% of its outpatientphad some type of. third party 
coverage, and fci additional 23% were able to^^pay the full fees on a self^pay 
basis; only 13% had no'^ health insurance and were unable to pay the full fees,, 

/The dramatic, ga/owth in the use of. hospital outpatient services and 
the changing character .of the users of these services is stimulating hospi- 
tals to reorg^ize^ their outpatient facilities/ . Traditionally the stepchild 
of hospitals, outpatient facilities today are being greatiySes^anded a.nd are 
being physically rehovatei to make them more attractive. Fulltime physicians 
are often, hired^and paid at adequate salary levels,' Hoipit a 1 houses taff are 
more often being assigned on a long=term basis, replacing rotation schemes which 
did not allow for the development of continuing patient-physician relation- 
ships* . In/many cases professional management personnel have ^been hired. 
Clearer. distirictions are being made 'Between speciaity serylees and primary 
care services, better referral between the two Is being instituted, and new 
educational programs are being organized to emphasize primary care delivery/ ^ 
dome/hospitals are contracting with existing f roup, practices to provide out- 
patient or emergency services. /Other hospitals are converting their out- ; 
patient clin^^ into group practices , some of which offer, patients pre- 
paymenl^ 4n mo * si^ ^ Most hospital outpatient departments operate on a 
/ feei^^for-seryice basis, but , with more efficient pperations and with their 
^ growing ability to attract paying patients, outpatient revenues are more 



Berarducci, op.^ clt . p. 615. 

,8. Department of Health, Rducation, and Welfare, Health Resources- Adminis- 
tration, Selected Innovative Hospital Programs in Ambulatory Care , DHEW? Pub- 
: llcation No /"CHRAy 75-610; ■ ' ' ' : ■ ' . ' 

Berarducci, op; cit . , p. 616. 

%ee, for example, Geraid Katz and Fred Hollander, "prom Clinia to Group 
Practice,** Hospitals , March 1, 1975, pp. 67-71. ' ' . 
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h^BTly matching outpatient expenses, Non-federal4 shor.t-te™ hospitals 

found their outpatient revenues rising from 8.2%^of total revenues in 

^. ^- \ - ' ' - -_ _ 2- ■ ■ ^ ' ' ' . 

1969 to 10*9% in 1973, both because outpatient visits increased more 

rapidly than inpatient admissions and because revenues per visit rose more 

rapidly than revenues per inpatient day* * 



' One disadvantage of , the growth in hospital outpatient, facilities is 

.the hospital's natural focus on care, of the sick rather than health main- 
tenance-.' TTiere are those who argue that the primary care how provided in 
hospitals should instead be delivered in autonomous conmiunity health facili- 
ties, linked, in some fashion with hospitaLl^a to .which patients with more 
serious medical problems could be referred,^ to- the other hand , the hos- 
pital does have the advantage of being the one institution in ..our fragmented 
health care system 'Vith the potential for providing or' assuming responsi- / 
bility for the provision of the full range of comprehensive services, *v / 
A compromise between these two ptssitions is being; sought by some hospitals / 
which are setting up satellite clinics or seeking affiliation with an tB40j / 
group practice, or neighborhood health centeii* / // 

' Hie flood of patients pouring into hospital putpatient facilities jj 
^brought .attention to the , difficulty certain segments of our population have 
In gaining access tp primary care* "nie federal government, therefore^ be- 
gan to finance the establishment of neighborhood: health centers and migrant 
health centers to provide preventive and primary care to the poor ahd to 
migrant workers. Many of these centers are sponsored by a hospital , wiiich 
provides back-up for the center, ^pervising or supporting the care provided 
in the ctnter and receiving those center patieats requiring hospital c4re, ^ 



a*S* Department of Health, Education, and Welfare* ** , Selected Innovative * 
op* cit, \ ' \ / ■ . ^ ■ / , ' -r- 

American Hospital Association, Hospital Statistics: 1974 , . * , op,/ cit-^ |^ 
p, 198 and Hospitals , Guide Issue, Part 2, Atlgust 1, .1970, p* 502V '^^ r^^ 



Julius Richmond, Currents in toerican Medicine CCambridge, Mass/ 
University Press, ly^yj, pp* y7=ys. ^ 



.Harvard 



tone Somers, Health Care in Transition CChic2ago> Illi 
and Educational T^st, 1971), p. 31. ^ 
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These centers generally operate on a fee-for-service basis, just as 
private doctors do, but many center patients have their bills paid by Medl- 
care, Medicaid. For those patients who pay their own bills, charges are 
on a sliding scale depending on the patient's income. In 1974 there were , , 
.157.of .these health centers. providing care to 1.6 million people. 

The government has also helped finance the establishment of conmuni'ty 
mentateliealth centers , which provide outpatient care for mental problems, 
day hospitals for psychiatric patients requiring partial hospital'lzation, and 
halfy*ay houses for psychiatric patients making the transition back into the 
dutside world. These centers seek to treat patients without removing them 
fr«ffl:the community anct to provide care the patients can affojd. 

A substantial number of companies have established health units in 
their plantsv to provide physical examinations and to treat injuries. A 1972 
U.S. Uepartment of Labor survey found that 65%, of America's 60 million non- 

. farm workers in about five million work places were provided with either 
full-time or part-time physician's services at. their place of work or in a, 
nearby clinic. ^ In addition, about 150 "labor health centers" have been | 
organized by unions to- give. physical examinations, to detect occupational 
diseases,. and to give primary care. Many of these . centers are now operated 
by labor-management trust funds . ^ The, u! S . Occupational Safety and. Health 
Administration C0SHA3 was. supposed to* foster these, industrial healt^^^^^^ 
but, in fact, OSHA's emphasis haS been, on safety staridards rather than health 
care. The recession has also made employers reluctant to take on the added 
cost of plant health services. 

. • Many schools also have health services , and the scope of these services 
has gradually expanded from control of infection to the, detection, of physical 



^National piannlng Association, op. cit. , p. 37. 
^Roemeri "From Poor Beainnlngs. ..." op. cit. , p. 40. 
Sbid. , p. 41. ^ =~ ' 
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and mental defects, Colleges generally provide even more comprehensive 
health services for their students, 

Private doctors are thus providing a fair sm^ljer portion of primary 
care than they used to, but the growth of other primary care institutions is 
* largely due to the! fact that private physicians wte f^imply nbt meeting the 
primary care needs j of the population* Primary caire has been regarded by 
many doctors as less rewarding, either in money or prestige, than more 
specialized care, ^ ' ^ 
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SECONDARY AM) TERTI^Y CARE / 

The patient requiring more than routine treatment or diagnosis is 
referred by his doctor (or some other primary care provider) to a hospital 
that has more elaborate equipment than is available in the doctor's office. 
Secondary care (or acute care)' can^be provided in either a conununity or_^ 
teaching hospital , but Jertiary^are care requiring even more specialised 
facilities and staff than secondary caje is generally provided in a 
teaching hospit'^al or ^specialty hospital . [ 

Secondary and tertiary care are not necessarily supplied on an.in^ 
patient basis* Increasingly such care is being provided to ambulatory - 
patients^ who require spphisticated facilities (^uch as those providing 
cobalt therapy or renal dialysis), but do not require an overnight stay in the 
hospital. Such care can be provided in outpatient specialty facilities and . 
in certain emergency rooms with specialized staff and facilities. Many hospi« 
tals also have established facilities for outpatient or one-day surgery for 
simple procedures. ^ ■ 3." ^ - 

Patients may enter the health care system at the secondary care 
rather than the primary care/level. Hospital emergency rooms are the initial 
e^ntry point into the system/for some patients. Patients receiving tertiary . 
care g en e r a lly d o_.nQX^en ter^^th 0— sys t em at - 1 h is - level but are referfed there 



a health care provide 



r^ at' 



a lower level. The patient may have been sent 



by ,a primary physician to a specialist who in turn sent the patient to a 
tertiary care' facility'i or the patient may^ have been transferred .from a , 
secondary care facility to one providing tertiary care as complicatig 
developed, - / ^ . 
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..Since teaching hospitals provide both secondary and tertiary care, 
and since some corrahunity hospitals^ haye^?added a few facilities for tertiary 
care It is difficult to draw a clear dividing line between the two levels. . 
of care. Coiimunity hospitals focusing on secondary care generally' serve a 
relatively iimited geographic area, while tertiaiy facilities need patients 
f rom a wide geographic base if their highly, specialized facilities are to 
be adequately utilized* The intemingling of secondary and tertiary care - 
often leads to inefficient or uneconomic delivery of that care ^Teaching 
hospitals with- a=-high overhead provide care for patients with simple maladies 
that could be treated just as well and less expensively in a coiranunity hos- 
pital; community hospitals install specialised facilities which may be under-^ 
utilized and therefore more ' costly per service providad. The care provided 
in underutilized facilities may also he of poSrerr quality because the staff 
^doesn't have sufficient opportunity to ipractice its special skills* 

' ' ^^^y^ . - - ■ - . ' 

The problem of distingu^^lng secondary" and tertiary^ care is a relative- 
ly new one, since earlier fir^heice tertiary care really didn-t. exist* - 
The health care providers that developed tertiary care haven't y^et awakened 
to the economic an^^^ten alsoj'medical advantages; of having hospitals spepial^ 
Ize by level of^^a, but^ as ■ahdicated in Chaptet II, this type of specializa- 
tion may e^tttually^be forced on hospitals b rate regulators' refusing to , 
reimbMrfe fully for secondary care provided in expensive tertiary care ipsti- 
t^^^ns and by sta;^e licensing agencies' refusal to grant licenses^ for spe- 
*cialized facilities to community hospitals. - - - 

Hospitals also ,4iave not been too successful in segregating thtgir 
secondary and prira'a^^ care services: .As was indicated above, many patients 
in need, of primKfy^.c^^^ come to hospital departments desijned to pj*pv^^^ 



secondary or evenyir^tiary care. A greater effort is being made, however, 
to reorganize hospital outpatient services so these variolis levels of care 
can be provided^n an appropriate and efficient, fashion, \ - ' 

Secondary - and ter^tiary care has been the biggest, growth area in the 
,U*S, health .care system, in part because of the better coverage of this care 
by health insurance, in part because of the funds pouring into research and 
hospital construction, in part because of the new medical technology, and in 
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paTt becaus© of dOLC-tors' great interest in this level of care. -- Doctors have 
been the ruling force in our health care system, an4, to themV tertiary 
care in. particular has been the glajnorous part of health care, as is indi- 
cated by this . comment of a bright young surgeon in a medical center: JlWe're 
not interested in the routine gall bladders and appendectomies; We want the 
tough cases, the open hearts and the brain tumors,,'-^ The modern hospifal, 

the elaborately equipped^^worksHop'' of increasingly specialised doctors^ i^ ^ 

' ^ ----- A ... , - . , ^ . ■ % 

a far cry -from the hospital of a cen tury ag^ whi ch was little more, than a 
a hospice where the poor went. to dTeT Then a doctor could do no more in* 
a hospital than in a home, /and those who could afford home care stayed away 
from the exposure to other diseases and the primitive care offered by hos- 
pitals/,'/ ^ ' ^ ■ _ 

RESTi^ATIVE CARE ^ ^ . 

The patient who has. been receiving either secondary or Jtertiary care 
eventually reaches the point i^^^^^^ convalescence when_ he no longer needs 
the intensive medical and nursing services provided in m acute care facility 
He may,' however jiot have , reached the point where he is able td car^e for him- 
self at home* To fill the gap between acute care md home care, an increase 
ing number of restorative care facilities are being developed. These inter- 
mediate facilities, providing a lesser degree of nursing and medical care 
than an: acute care facility, have several advantages: , ' ' _ 



• They are less costly to operate thm an acute care 
facility since less nursing and less expensive equipment 

.. is required.^ 

• They often provid^ better care to convalescing patients 

^ than an acute care, facility,'^ where ithe nurses are. so busy 
caring for the serlouBly ill that they tend to njglect the 
convalescents. ' - - . 



^Howard Lewis, "Hospitals as Classrooms," Modam HealthpaTe, ' OctobBr 1974, 
%lcKlnsey % Co., 0 £. cit; , p. 23. 
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« Patients in the convalescent stage may need social services 

or rehabiiitation care not available in an icute care facility.^ 
For example, a patient who has had a colostomy, a stroke, or 
a spinal cord injury needs both physical help and psychological 
help in -learning to live with his new condition. 

Restorativ^e care can be provided in a number of settings: 

• A ^^progressive care'* or "self-care'^ unit in a hospitalj 
0 An ^extended care facility'* in a, hospital; 

o A general hospital *s "rehabilitation unit" or department of 
rehabilitation medicine or physical medicine, which provides 
services on an inpatient or an outpatient basis; 

• A chronic disease and rehabilitation hospital with medical 
rehabiiitation services; 

/ . • • . ■. 

• A nursing care home; ^ ... 

• m outpatient clinic; 

• A private doctor's office; 

• Home care provided by such health agencies as the Visiting 



' Nurse Association or the Home Care Unit oi a community hospital; 

• Partial hospital programs for psychiatric patients able to. return 
home at night or to work during the day and halfway houses for psy- 
chiatric patients embarking on the transition back into the outside 
' world, . . . ' 

Pressures on hospitals to cut costs are pushing thero into establishing 
"progressive care" or"5elf"Care" units for patients able to take care of 
themselves to a considerable extent but still ..needing medical treatment that 
can only be provided in a hospital; Patients in "self-care" units are ambu- 
latory and generally require only limited nursing care. By 1973, 3. .6% of all 
non-federal, short-term hospitals had such units, and the percentage of non- 
profit hospitals with such units was S'.0%.2^ 



•^McKinsey ft Co., op. cit. , p. 25. \ ' / ! . 

^Ame rican Hosp ital Association . Hospital Statistics, 1974 .,., op. cit. p, 204, 



:V\ - • .... ■ ■ : . ■ , • ■ ■ 

HospitEls are also establishing extended care units for patients who 
require physician services and continuoiis professional nursing supervision 
but not the level of service provided in acute care units. Medicare re- 
quires that hospitals receiving Medicare reimbursements have either an 
extended care facility of their own or a transfer arrangement with an outside 
extended care facility such as a nursing home. Medicare covers 100 days of 
care in an extended care facility^ and mora and more Blue Cross plans have 
some coverage of extended care. Hospitals with low occupancy rates, often 
find it helpful to convert^aome of their surplus acute care beds into extended 
care beds. Pushed by these developments ^ nearly 12% of non-f eder.al ^ short- 
tera hospitals were operating extended care units in 1973, 

Rehabilitation units are being established in hospitals to provide 
''coordinated mujti-disciplinary physical and restorative, services*' for 

patients who must learn to cope with some new physical disability. In 4973 

- . 3 

such imits were reported in over 12% of non=federal,. short-term hospitals. 
These unil^s can provide care on either an inpatient ox" an outpatient basis. 

Some recently established rehabilitation units, however^ have not 
been fully utilized^ in part because of physicians' general lack of interest 
in rehabilitation. Doctors generally provide exce-llent care during the 
racute stages of an illness but tend to be less in^terested in the long drawn 
out convalescent stage. Many doctors also are ignorant of the possibilities 
of rehabilitation care. In a demonstration project, involving the introduc-^ 
tionof comprehensive stroke rehabilitation programs In seventeen general 
hospitals in the Chicago area* it was felt necessary to stress educating the 
medical staff on the Importance^ of early restorative care for stroke patients 
because "some physicians, open to the adoption of new drugs and procedures 



■ ■ " _ ' 

American Hospital Association ^ Hospitals , Guide Issuer Part 2, August 1, 

1971, p, 495. : • •• ' 

% ' ' ' -■ - - - - , ... . - . 

American , Hospital Association, Hospital Statistics , 1974 > o p. cit . , 

p. 20S, r r 
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which have the weight of sciantific authority behind them, resist other con-^ 
cepts and practices such as rehabilitation in medicine, which is foreign to 
their training and experience*"^ Rehabilitation has little status in the 
medical world. 

Furthermore, full utilization of a hospital *s rehabilitation unit 
often requires cooperation and referral mechanisms between several neighboring 
hospitals* Such cooperative arrangements are not always successful for 
two reasons : 

% Hospitals compete for patients* When hospital ce^hsuses are low, 
doctors tend to keep patients requiring restorative care In their 
own hospitals for an extended period of time, even if their 
hospitals do not have the full- range of services necessary to 
rehabilitate the patients* ^ . ^ 

• Doctors like to watch their patients * progress but cannot 
easily do so when patients are located at other institutions. 
Transferring a patient to a rehabilitation unit irtay either re- 
^ quire extra travel time for the doctor or loss of the patjient to 
another doctor. ■ - 

In addition to in-hospital services for convalescing patients, hos- 
pitals arc creating home services to help patients who are ready to return 
home but still need some nursing or therapy services on a regular basis. 
Other agencies outside of hospitals, such as the Visiting Nurse Association , 
also provide such services to convalescing patients . 

Most" extended care facilities for convalescing patients are not in 

■i" ' " ■ - 

hospitals -but in nursing care homes . These homes provide both extended care 

for convalescing patients and continuing care for patients who may end their 

days' ]t;i the home. Nursing homes are disnussed in the next section. 



"Chicago Heart Association, A Comprehensive Stroke Rehabilitation Project in 
Selected GeneraL Hospitals fChicago, 111. ^ Chicago Heart Association, May 
19723 , p^^9. . ^ : — 



Because of the growing feeling that long-term institutionalization in a 
mental hospital should be avoided,^ more and more general hospitals are pro= 
viding short-term inpatient care for psychiatric patients, mien ready for 
release, such patients may still require restorative care which can be supplied 
in a number of ways: day hospital program s for patients able to return home 
at night r evening or night hospital programs for patients who work during the 
day; outpatient psychiatric clinics attached to a hospital or in a community 
mental health center; care in a private psychiatrist's office j and/or a half- ^ 
way house , which provides a home and limited supervision for psychiatric pa- 
tients who during the day hold down a job, go to school, or/ perhaps go to a 
day hospital program. ^ ^ i 

Many convalescing patients, whether afflicted with physical or mental ; 
problems, are sufficiently ambulatory to get all the care they need, in a 
doctor's office or in an outpatient clinic. For these patients, restorative 
care and primary. care overlap. . / 

■ ■ ' ' ' ■ ^ ' ■ 

It is clear from all the above that hospitals, which originally focused | 

on secondary and tertiary care, have increasingly expanded, into primary care, | 

through their outpatient facilities, and into restor^ative care, through their 

progressive care, extended care, rehabilitation care, /^ay hospital, and home 

care facilities. Thus domination of our health Qare/system by hospitals has 

grown, not, only because they have the elaborate equipment the new medical 

technology requires, but also because they have spread into other levels of 

care. The dominating role of hospitals |ias pushed the health care system 

intr^ greater emphasis on high techno logy,'^^ut it may in time help integrate' 

the increasingly differentiated levels of care, | 

aDfrriNuiNG care i 

Continuing care facilities provide Ibng-teCTi care for patients for | 
whom there is little expectation of improvement in their mental or physical 



^See discussion in the next section. 
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condition* There ^re three major types of continuing care institutions t 
nursing care homes , personal care homes, and institutions for the mentally^ 
retarded or mentally ill* 

Nursing care homes provide both restorative care for convalescing 
patients and continuing care for the elderly. Nursing care homes offer less 
intensive nursing and medical services than acute care hospitals ^ but they 
do provide such nursing services as nasal feeding * catheteri nation ^ irrigEtion 
oxygen therapy, hypodermic injections, intrayenous injections, and /the like. 
They employ at least oni registered nurse or practical nurse at least 35 
hours a week. There are two major t>^es of nursingf. homes: skilled nursing 
facilities, of which there were 7,300 in 1973 providing services to almost 
two-thirds of the Medicare and Medicaid patients in nursing homes,, and 
inteOTediate care facilities, providing a lesser level of medical attention 
to 375,000 patients in 8,300 institutions.^ A few nursing homes are limited 
to caring^ for convalescent children or providing special services to fflentally 
disturbed patients. However, the U.S. Public Health Service estimated in 
1969 that S8% of the residents in nursing homes and related facilities were 
at least 65 years of age. ^ - 

Nursing care homes have niultlplied as our elderly population "^has 
grown, as the break-up of the extended fmily has made it more difficult for 
the elderly to be cared for by their own relatives, and as third parties 
have pressured hospitals to discharge patients no longer requiring acute 
care services. Medicaid coverage of nursing home care for the elderly poor 
has also stimulated the growth of these facilities,. The number of nursing 
home beds nearly tripled between 1961 and 1971, rising from 311,700 \to 
917,707, CSee Exhibit IV-3.) ^ 

Personal care homes and domiciliry care homes provide a lower level of 
care to the elderly than nursing care homes,' Such homes provide ^ limited or 
no nursing services, but they provide their residents with such personal 



Jonathan Splvak, "HEW Plans to Issue Regulations to Improve Safety and 
Medical Care at Nursing Homes J' Wall Street Journal , January 14, 1974. 



Exhibir TV-3 

NURSING lf»S AND RELATEO f ACIMTlHSr SELRCTED YEARS 1939^1971 
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sarvid^'as, assistance with bathing, dressing, correspondence, or. shopping. 
These hoinas, too, have increased rapidly in number, but far less rapidly 
than nursing care homes, as can be seen in Exhibit lV-3. ' = 

Chronic care hospitals provide Inpatient care for those who need 
skilled nursing services for a chronic disease such as mental retardation, 
emotional disorders, tuberculosis, cerebral palsy, and so forth. Mahy.,..but^ by 
^o means all, of tliese instjtutions are operated by sorae governmental body. 

There is growirig feeling that institutionalization should be avoided 
as much as possible both for those with mental problems and for the elderly ; 
for long-term confinement in an institution tends to cause patients, to deteri= 
orate. State mental hospitals are shifting more of their patients elsewhere, 
but the shift is sometimes just from the mental hospital to a nursing home, ' 
and many patients may be, if anything, worse off in the nursing home than in 
the much criticised montal hospital. As Dr. Jonathan Cole, former super- . 
intendent of Boston State Hospital, has pointed out, ''My guess Is that a lot 
of patients went from middling to. poor backward situations [in mental hospi- 
tals] to middling to poor nursing homes. Some are probably better o££j and 
some are^Worse off A 197S study by the Massachusetts Office of Health " ^ 
Planning fqiihd that^ in that state former state hospital patients are now occu- 
pying 13.5% of .the beds in intermediate care facilities and 22% of the. beds in 
rest homes offering room, board and minimal supervision." - 

Sometimes former patients in mental hospitals go to halfway houses, 
where they rer.ei^e some supervision in learning to live in the community. 
Some are working in protected workshops. Some patients with cental problems 
are being helped by outpatient psychiatric clinics or day hospltalizatipn 
programs, some of which are attached .to- general hospitals and some of which . 
are in separate facilities* Some general hospitals also have inpatient 

psychiatric facilities for patients needing short-tem -hospitalization, for 

a short hospital stay in a psychiatric crisis can often eliminate the need 



^Jean Dietz, /'Study Shows Mental Patibnts Now in Nursing Homes, Boston 
Globe , July 20, 1975, p. 25. / ' ' " 



for long-term itistitutionaliiation . But a goodly number of former mental 
hospital patients are on their ovs^n in the community, and there is concern 
thmv^without any supervision, these patients are not. taking the required 
medication regularly or are not coping adequately with life in the outside. 
world. Particularly with modem medications, many mental patients can live in 
'the community if given some help and supervision, and patients can respond 
weli to the. stimulation of the outside world. But patients have been moved 
out of mental hospitals more rapidly than facilities have been created for 
providing the help these people usually need . 

While mental patients are apparently being moved out of hospitals too ^ 
rapidly, the elderly are being confined in nursing homes more than is necessary, 
1973 survey of forty Detroit area nursing homes found that ^*as many as 40% of 
their residents are theW' because of social and Jinancial not medical— 
problems of old age.'. ..Thousands of single, divorced and particularly widowed ^ 
men and women enter nursing homes because they have no other place to go...'.' 

A 1975 U.S. Senate report on nufsirig homes estimated that more viable 
home health programs could postpone or^ prevent the institutionalization' of up 
to 2,5 million older Americans.- , Expanded visiting nurse programs, home de- 
livery of hot meals, provision of housekeepers and handymen/ and tra^isportatioi 
services would enable some elderly to maintain their own homes independently, 
but efforts to expand these services are hampered :by inadequate. Medicaid and 
Medicare coverage of home care. Medicaid^pays about $3.75 billion, or 50%, of 
the nation's nursing home bills, but spends only about $24 million a year on ^ 
home-health care.- Medicaid and -Medicare, in fact ,^ h a ve helpe d _create the boom 
in nurging homes and have thereby exacerbated the Ame rican tendency to shove 
its, elderly population out of sight' . . 



Wversity of Michigan Press Release, January 28. 1974, quofiad in Medical Care 
Review , February 1974. . . > . : 

.^Joann Lublin, '^Alternatives -to Nursing Homes,** Wall Street Journal , April 4, 



One proposed remedy for the excess institutionalization of the aged has 
been dubbed "Aid to Families with Dependent Parents"; under. this, a portion of 
Medicaid nursing home allocations would be given tO' families who, with this 
financial assistance, could afford to have their ailing, elderly parents live 
with them.^ , 

^ . . = , . 

Another means of keeping the elderly out of nursing homes is the 
geriatric day care center , which is a cro^ss between a day hospital, providing 
daily medical treatment , and a senior citizens' social and recreational center. 
In Great Britain, geriatric day care centers have reduced the nursing home 
population to 2% of those over 65,.whil^e in the U.S. 5% of those in that age 
group are in nursing homes. ^ Geriatric day care is a fourth less expensive 
than institutionalization, and, more importantly, day care, centeri have ' 
proven more viable in sustaining people at the saine level of impainnent ^ 



over time, while the health of comparison groups of nursing home patients 

3 = ; ■ - 

deteriorated. .Patients put in eve^l a well run nursing home, tend to suffer 

from ^'transplantation shock*' after giving up lifelong belongings and familiar 

surroundings to enter a place where they will likely die. 

And all too many nursing^ s are NOT well run. Recent federal and 
state studies in fourteen states found that a majority of nursing homes are 



unsafe, inadequately staffed, and neglectful of patients, and many operators 
^ engage in fraud, kickbacks, and profiteering. The Senate Special Committee 
on Aging found that nursing homes suffer from lack of physicians' attention, - 
have inadequate nursing staffs, and, as a consequence ''unlicensed aides and 
orderlies with^iitrle or no training provide 80 to" 90% of the care in nursing 
homes. ''^ 



^ ibid, -^"^^ ^ : " ^^^^ ~ ~~~ " ■ 

" Ibid. ^ : ^ < 

%bid. , quoting the director of the Levindale Geriatric Research Center. 

— ^' ^ . ...'■■ = 

^U.S. Sfenate Special Committee on Aging Press Release, March 3, 1975, quoted 
in Medical Care Review , April 1975, pp. 406-457. 



Obviously the U.S, health care system is not serving well the growing . 
segment of the population over 65. There is much less emphasis on geriatric 
care here .tha^ there is in a place like England. Dramatic cures at the 
secondary or Itertiary level are more interesting to doctors than continuing 
care for' the deteriorating or dying patient. Physicians are reluctant 
to visit patients in nursing homes, in part because they find the atmosphere 
there ."depressing", and in part because the pay for such visits is so low. 
Insurance coverage is far better for hospital care than for nursing home 
care. Hospitals are increasingly becoming the kingpin of the U,S, health 
care system, while the nursing homes, to which so many of our elderly are 
shunted, :tend to be left to the shysters, ; . 

PROGRAMS TO COORDINATE THE DIFFERED 

ELEMENTS OF im SYSTEM ^ 

; The U.S. health care system is a complex set of competing fiefdoms, pro- 

viding care at six different levels in] a bewildering array of settings . No 
structural or conceptual framework exists to exert control bver the^ dis- 
tribution of resources, services and facilities to deliver needed health 
care, although the newnational health planning legislation seeks to fill 
this vacuum. ^CSee Chapter 110 Essentially, the individual providers 
have been able to decide unilaterally what services to offer the consumer, 
and priorities have generally been determined by the interest of physicians ^ 
.and not by consumers' demands or policy-makers' plans. In many ways, the 
supply of physicians and hospital facilities has created consumer demand, 
rather than demand determining supply/ HospitaJ beds tend to be filled no 
matter how rapidly they are built, and doctors generally have no difficulty 
attracting patients, no matter how many physicians are in the area. Health 

nsurance. and government programs have tended. to^.rempye„finan^^ 
on the proliferation of physicians; and: hospital facilities in pur more 
prosperous areas . " . . ^ 
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Individual providers have been giving patierits excellent . care, par- 
ticularly at the secondary mnd tertiary level, but inadequate attention has 
beep paid to providing comprehensive care that integrates the many types of 
services a patiei^t may need* The patient may wander unaided frohi provider 
to provider seeking appropriate care J"rom our increasingly specialized and 
fragmented system. Little coordination has existed among institutions. 
Such cQQrdination of a patientj^s care as has existed^Jias been based largely 
on physician referrals . . ^ 

5 Although physicians are often not too helpful in steering patients 
^^lo nursing homes, they happily guide patients^ to hospitals; indeed, it is 
generally the physician not the patient who determines the institution in 
Which a given level of care is received. Physicians also refer patients to 
specialists when a different type of care is indicated, but specialists 
are less likely to refer patients to primary care physicians, principally 
because specialists tend not to think in terms of general- comprehensive care* 
The physician referral system generally works best in guiding patients from 
primary to secendnry or t^^rtiary care but works less well in reversing the 
process or in m^v.nr; patients on to restorative or continuing care. 

In soiiie c i M.^s physician referrals are based on medical school "affili- 
ations* A t *H:tor rjr'icticing near his alma mater tends to reefer patients to 
speciali^ti teaciiing and/or practicing at teaching hospitals affiliated 
with his cm schoul of medicine. In other cases, a physician tends to refer 
patients to specialists on the staff of the institution at which he has 
admitting privileges. Doctors understandably, are not eager to lose, 
patients and often try i 1 *iep them in institutions where the doctor >can 
keep the patient at leasL p:jrtin.liy under his care* And there is sometimes 



; a temptation for a doctor t:: hang on to a patient whom he is not really 
qualified to care for. 

This fragmented veferi^al system is one reason for the excessive dup- 
lication of hospital service's* The practicing physician has been eager to 
increase the level of care and scop© of services offered at "his" institution 
so he would not need to transfer his patients to a hospital where he did 
not have . admitting privi legos. This prossurG was am.plified, by the growing 
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specialization in medicine in the 19S0's and 1960 's, Coimnunlty hospitals 
.were increasingly staffed by specialists, who wanted specialized facilities 
in which to practice their skills. Since third parties (health insurers. 
Medicare, etc) generally reimbursed hospitals for all costs, no matter how 
rapidly those costs rose, hospital administrators readily accedecl to the 
demands of the doctors filling their beds with a never ending streajn of 
patients. The net result was needless duplication of services and facili- 
ties between competing comnunity .hospitals and between community hospitals 
md large tertiary care facilities. It became less clear when aiid where 
referrals should be made out of one institution at a given level of care to 
another institution* 

A variety of efforts are now being made to improve the allocation of 
resources and to smooth the referral of patients ajnong the -disparate ele- 
ments in the health care system* To Improve resource allocatic^, national 
planning legislation has been passed, establishing Health System Agencies 
to coordinate the planning of health care institutions, and Certificate of 
Need laws have been passed to curb needless duplication of facilities, (See 
Chapter II 0 To smooth referrals, hospitals have set up social service de- 
partments to help patients move from acute care facilities to restorative 
care and continuing care facilities. It has been relatively easy for, hos- 
pitals to move into the breach here since nursing home care and home care , 
tend not=to be of great interest to many doctors. 

But inter-institutional referrals are growing in areas; where doctors , 
have traditionally' been the referral mechanism. One type of referral netW 
work is the ffldO, which provides comprehensive care tp enrol lees for a fixed 
fee. In to MO enco^ a group practice, there is an Institutionalized 

referral system for moving patients from primary care doctors. to specialists 



to hospitals and baciTajain, Ml care (or mo¥t ewe) is imder a single\um- 
brella, and there is no incentive for a physician to hoard a patient for 
himself. Centralized medical records are kept and follow patients as they 
move from one type of care to another. Also the J^O which owns its own 
facilities is in a position to allocate resources efficiently ajnong the 
various types of health care providers under its umbrella. 



32# 



ERIC 



Another type of inter^institutlonal referral system that has come into 
being is that between a hospital and a satellite clinic or a neighborhood , . 
health center. When a patient requires secondary care, he is referred from 
the center to the hospital, which then refers the patient back to the center 
. when the need for secondary care has passed. The center's doctors have 
adjnitting privileges at the hospital and can continue to supervise the y 
patient's care and to see that his primary care needs are not overlooked, ■ 

\ Some tertiary care institutions have begun establishing formal referral 
relationships with surrounding commLmlty hospitals. ^ Three! forces are fos- 
tering these inter^institutional referral systems. The tertiary care in- 
stitutions recognize the growing competence of community hospitals and 
worry, about the potential threat of these hospitals to theit own admissions. 
The community hospitals, in turn, are having difficulty finding the money 
to install all the specialized facilities modern medicine requires. And 
state health authorities are pushing for^the regionalizatioij of hospital 
services, that is, for limiting highly specialized servirCes to a few in- 
stitutions and requiring the transfer to these institutions of patient'^ in 
other hospitals needing the specialized services. State authorities 
concerned not only about saving money through regionalization but also about 
improving the quality of care, for the staff in an underutilized specialized 
facility isn't able to acquire the experience to provide first rate care. 

Another form of inter-institutibnal coordination has been suggested 
by Anne Somers* She has proposed that state authorities franchise most 
general hospitals as »'public utilities" or "public service corporations,'' 
Each hospital would be rasponsible for providing or assuring the provision 
of the whole spectrum of comprehensive services, although the physical 
decentralization of. services would be encouraged. However, there would be ■ 
a single, computerized hospital-based patient record system, and the hosr . 
pital's professional staff would monitor the quality and, the utilization of 
all community health services. In muiti-hospitai communities, some system 

' — ■ 

.^Sae, for example, ''North Shore Affiliates with Floating,'' This Week in 
Public Health , Massachusetts Departmerit of Public Health, June 16, 1975, 
pp. 214^215. ^ ' \ . • \ 



of overlapping franchises could be instituted to preserve adequate provider 
and consumer choice,^' '- " - 

Otl\er forms of inter-institutional cooperatipn are designed more to , 
cut costs!* than to integrate patient care. The simplest and most common 
form i s . the sharing of services among a group of hospitals . The sharing 
of services COT be handled in a number of ways:, 

• Referred services r A service is maintained by only one member 
of .a group of health care institutions j, and other institutions 

I ■ ^ in the group eliminate the service and refer any patients who are 
. ' in rieed of tMs service. Usually this arrangement is based on 

an infonnal agreement rather than a legal contract. It may be 
V developed by a group of coimunity ^lospitals to preserve thair ' 

• independence from a teaching hospital : The patient base of a ^ 
group of community hospitals may be large enough to keep one 
specialized unit in the area adequately utilized, . and having . 
one unit in the area may eliminate the need to transfer patients 
' to a teachin^hospital where the doctors may not have ad- 

. mitting privileges* . 

• Purchased services : A health care institution may purchase 

a service, suc^ as laundry or laboratory tests^ from a commercial 
source or from anbther institution^ The purchaser |pays , the 
' - ' supplier for the service and^.includes the cost of the service 
V on the patient 's bill. The institution obtaining the .service 

doas not operate it. but assumes sbme rgsponsibility f or Its 
-r-^ . quality. \ ' 7 ^ . _ , 



-^Anne Somers, "The Hospital and the^Health Care Delivery System," Business 
Horizons (Graduate School of Business, Indiana University], October 1972, 
pp. 65-70. 

Department of Health, Education, and Welfare, Health Resources Ad-- 
ministration. Guidelines "for Health Services Research S Development : 
Shared Services" PHEW PuBricatio"Oo / (HRA] 74-3023 (Rockville,^ Md . : ' 
February 1972] . 



f^^'^'i;, [ • Multiple'Spohsored services : A group of j.nstitutions may 
. ^ : Jointly control a service operated by a separata /coi^oration 

r .: / whose board includes representatives from each of the sponsoring 

W^'i'-' institutions p For example, a number of Mirineapolis^St* Paul 

I- - ' ^ .hpspitals set up a conmiunity Hospital Linen Services to do 

£^5^. laundry and an Affiliated' Hospital Services Corporation' to 

pi, handle credit ajid collections and to dp printing,, Not 

M = V every hospital uses all these services V .Some purchase laundry 

J services 5 some purchase printing services ^ and, some purchase 

' credit -and collection services. The services ^ar^ operated 

by hospital-owned J not-for-profitj tdx-exempt, cooperative 
\ associations, whose board^ include representatives from all 
- . i ' the participating Institutions, Each participating insti- 

I tution also made a capital contribution when the association 
: ; was organized.^ V , 

• \ Regional association services : ^^Sdme services are sponsored by 

a community hospital council, a hospital association ^ or a 
/ regional planning agency* A regional association -service may 
be financed through, association funds, assessments on members, 
. direct charges' for the service^, or some combination of these, 
_ ' Common examples of services prdvided through a regional i^associ- 

-\ atioh are computeriied information services., shared insurmce 

^ programs, "and management consulting services, . ' 

• Sharing of. staff : Some institutions share professional and 

; = , house staff with of without actual cash transactions, Risl^ 

dents may be rotated from dhe Institutiqn to another, A'speclal 

Y ■ ' expert may be jointly hired to 'work part-time in various in-- 

stitutions not in ^ed of his services full-time* Continuing ' 
education programs may be. organized for the staff at all the 



^Cerald Schillings *'Gost Containment 'through Sharing," Hospitals , January 16, 
1975, pp. 48-51. . ^ ~ r \ . 
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m!^m'^^- - ' ' ' ■ ■ . ' : ■ ■ 

SS|Ev>^'^^- = participatihg Institutions* Telemonitoring systems may 

ivS^:; ' ^ be set up so that ECG'i can be sent to a car^oscope at 

: / - a central monitoring station to' be read by skilled personnel, 

. or a teleconference network can be installed to hmdle 

- . . . ^ . ^ . . ■ . ■ ■ 1 ■ / • . ' ^ 

. emergency ^ situations * 

Tliese various types of shared services are not shaxply differentiated , 
and many shared service pfojacts do not fit neatly into any one category. 
In addition, a particular service may be shared in a ntimber of different 
ways* For example, patients may be referred to other institutions for 
some laboratory tests., some tests may be purchased from a eoiranercial lab, 
Md a multiple-sponsored lab may be utilized for other tests. In any 
ease, the purpose of shared services is to cut costs for thi participating 
institutions. A multiple-sponsored laundry is able to do laundry for a 
hospital less expensively than the hospital could do it for itself. A 
jsanagement consulting service sponsored by a regional association may help 
all the member institutions find ways of operating more efficiently. Staff- 
sharing /arrangements are also designed to improve the quality of care by 
making the -services of highly skilled personnel; available to smaller in- 
stitutions. - . ^ 

Spme institutions go beyond sharing services and form soma sort o^ 
merger . In some cases, there is an outright merger, with a single mmiaga- 
ment system operating all services, even though the services may continue 
to be provided in several locations. In most cases, however, the merger 
is far less complete. 

Sometimes a group of hospitals will form a consortium^ that shares 
services, programs, and staffs, although the individual hospitals continue 
to operate more or less separately. For example, eight hospitails in Hartford 
formed the Capital Area Health Consortium "to coordinate and further the ^ 
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An Allimce for Sharing," Hospitals , December 16, 4973, pp. Sl-53. 
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health care delivery,, medical, educational, research, /administrative and 
other activities of its members/" The consortium teeks to coordinate 



programs arid services t0| eliminate both unnecessa^ duplication and in- 
complete coverage of serviceSi and it aims to cpordinate research jefforts 
and to 'integrate educati|bnal ^programs * The Mnsortium has a board with 
three representatives from each member hospital, and there is a dollar limit 
on the capital improyem^nti that can be made without the approvalhof the 
consortium's trustees,/ Member institutions have obligations in the areas 
of budgets and fin^^ial statements, md the board has the power |"to monitor 
the Quality of patient care provided by its, members and to prescribe stan- 
dards of patientycare* * - Perhaps the most important innovation is that 
physicians, who^formerly had airiitting privileges at only one oJ two of the 
eight member institutions, have now been given the right to admi't a patient 
to any facility* This opening up of admitting privileges should rein in 
one of the driving forces for needless duplication of services and should - 
ameliorate the intensely iCompetitive atmosphere that prevailed among the 
medical staffs of the member institutions. - 

Another form of merger is what might be termod a "multihospltal 

holding cbmpany**'^ In such an institution there is a central board md "a 

central staff/ that is able to carry out broad administrative functions 

^ _ ■ t _ ■ \ j . , 

effectively and provide for cooperative development on all fronts, and a local 

/ ' A - _ - . 

unit management that can respond to community needs. . Each member re-- 

tains its own board and its own management and a certain amount of autonomy 

inrits operations. The central board, on which all member institutions. 



Howard Lewis, ''A Togetherness Spirit in Connecticut,'' jModern Healthcare , 
July 1974, p. 26. . \ 

^Ibid. ' 



Carl Platou and James Rice, "Multihospltal Holding Companies,'-: Harvard 
Business- Review , May-June 1972, pp*\15-20* ' . r 
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IM ' are reprasanted, creates centrallzad systems for purchasing, personnel re- 
ijSI-^ = cruitmentj laboratory, laundry, md other administrative sarvicas, where 

ecnnomies of: scale can be gained from merged operations* |?fhe Vresources of/ 
f= / the merged institution are often large enough to peimlt employment of more ' 

• experienced, better trained management staff with special expertise.'^ Stan= 
I: * dardiied financial systems, utilization reporting systems ^ and the like are 
y:/' ' instituted, arid cross comparisons between institutions.. can ba made to locate ^ 
' problem areas. Plans of the various units are coordinated, and control is ^ 

exercised ovtr major capital expenditures of members^ The merger increases . . 

V the borrowing power of the institutions involved and gives them more influence 
with areawide planning agencies, the individual units usually continue to 
operate at their various locations, and duplication of services, departments ^ 
and mMpower is by no means automatically eliminated, though the merger offers 

; . the potffitial to do so. , : '/ . . 

Mergers CM offer many advantages to doctors/ admitting privileges 
at more institutions, access to more equipment, better continuing education 
programs,; and the like. However, "some members of the madical staff may ex- 
perience loss of authority if their departments are physically merged, Wd, 
similarly, functiorik previously carried out by one individual may now be- 
come a matter for ciDitanittees. The new medical by-laws may alter privi- 
, leges for some staff #iysl clans * Services may be departmentalized, and 

^^ach department more^ hi^hl^y orgMized and perhaps specialist-oriented* '-^^ 
The physician who had been "a big fish in a small pond may suddenly find him- 
self a^^very small fish*. For this reasbn, efforts to prbmote mergers or , even ^ 

V to share clinical services are likely to encounter medical staff resistance. 



1 _ . - _ _ " ^ 

U*S, Department of Health, Education, and Welfare, Health Resources Ad- 
ministration, Gui^^iMS^^^^_^glth__Ser^^^ ' 
Hospital Mergers . DHEY^ Publication No. [HRA^ 74-3024 CRockville, Md. : 
February 1972) , ,p/ IS, ^ \ ^ ^ 



^ Ibld. , p. 14. 
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The doctors may have no objection to shared laimdry services, but ho' ob^ 

'stetrician is likely to be enthusiastic about the' elimination of tlie OB 

unit at "his" hospital Md the transfer of all OB jatients to a neighboring 

hospital where he will no longer be the big vrheel* . v 

But with grbwlng governmental pressure to cut^ health care costsv : 
doctors eager to presefve their traditional center of authority may be in-- 
creasingly overruled by ^those pushing for greater integration ^of qui" health 
care system* The sysjem may in time find its disparate eleTnehts tij^d together 
in some fashion by hospitals as these institutions coiitdnue/lto increase in 
power and begin to grow less in^ the thrall of' doctors ^ v v 
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Hospitals ^ , ' ' 

:^ r ^^~'TH By&tem tmke m 

multitudrn 'of forim^ Somm hOBpitals arB mpeeialized by 
. . disease, &QmB arm spmaimlimmd by typB p£ patient (for ^ 
\ , rnxmrnplBf ahildren or old people) , and soma' are grMeral 
hoBpitAlB providing aare to many dlffarent kinds of 
timntm with a variety of problemm, SomB hoBpltmls are 

'■ ■ ■ owned or operated by a'mediaml Bahool pr aloBmly mffili^ 

mted with one, while otherB are not. Some hoBpitals are • 
owned by Bome goverrimBnt agency, qither federmlf :Btat^ or 
loaal* 'Some mre privately^ownBd , non-pro fit .orgmnimationB , ^ 
Some arB organized for profit as ^proprietary aorporationB 
or pkrtnerBhipm or am the enterpriBe of fin individual* 
JSee Exhibit SBrviaeSf eguipnmnt', perBonnel^f utili-^ ^ 

zatlon^ and coBtB vary greatly among hOBpitalm depending on 
. r, trie ownerBhip of the hospital, its aharacter , and above all 
on itB sIm* DoatorB have traditionally been the oligarohB 
of our hoBpital syBtem, but their ^ influence is being ret^uced 
as the adminiBtration of hospitmls growB more complex and 

/ ■. t mubjmct' to greater regulmtion^ .- ! ' 



NUMBER OF HOSPITALS 

In 1973 there were 7,123 hospitals and over 1.5 niiilibn hospital beds 
in the United States* these hospitals admitted over 34 million inpatients 
%nd 234 million outpatients/ Their total expenses were $36.3 billion^ of 
which nearly three-fifths were payroll expenses. Of all Ithe hospitals^ 5.6.% 
were federal hospitals; 11.7% were non- federal psychiatric hospitals, non- 
federa l tuberculosis hospitals, or other non-federal/ long-term hospitals I and 
82. 7% were non-federal, short --term hospitals. ^ Non-federal^ shott-term hospi- 
tals numbered 5,891 and accounted for 59% of all Hospital beds, more than;;90% 
of all inpatient admissions, and oyer three-quarters of all outpatient visits,. 
Overall statistics on hospitals in the United States are given in Exhibit' -IV-S. 



This category includes all non-federal, short-tfrm,. general hospitals or 
special hospitals other than psychiatric ones. They may be owned by a 
state or local government or they may be privately owned. They may be' 
operated oh a profit or non-prof it basis / ' But they are not federal hosp- 
itals, the majority of their .patients are short-term ones, and their. pri- 
mary function is not psychiatric care. 
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y^-\; j Hospitals In these categories a^e classified briefly is "non- federal; short-term hospitall" in thisH 
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. ; Between 1950 /and 1973 the tdtal riumber of hospitals increased 5l> the 
result of a 17% increase in the riumber of noh=federal| short^terni hospitals 
anc. a 30% decrease in the number of other types of hospitarsT^^^OArer these years 
non-federal, short-term hospitals have grown in bed capacity even faster than 
jthey_Mve^groym^.':in_nuffiber.-_^^W beds in other hospitars. dropped 

by a third between ■1950 and 1973; nori-federali short-term hospitals during that 
period .expanded bed capacity by nearly 80%, although expansion has- slowed down 
in recent years with increased regulation of capital expenditures. . Thanks to 
the growth of health insurance and the inauguration of Medicare and Medicaid^ 
the average daily census in non-federal> shdrt-term' hospitals grew . even more 
rapidly than bed capacity during the boom years in the I960' s, and the occupy 
ancy rate rose steadily. With incredsing utilization controls, however, the 
growth in the average dai^ly census has now slowed down,, and the occupancy rate 
is falling. Despite their dropping occupancy rates and despite increasing , . 
re^^ulation of hospital expenditures, non-federal, short-term hospitals added 
6.5% to their bed capacity between 197tt and 1973, a slower rate of growth than 
the 7*6% that occurred during the preceding three and still less than 

the 9,3% growth in 1964-1967, but stilV a considerable increase. 

There are three forms of ownership of non-federal , short-term hospitals . 

/fhe majority of these hospitals are privately owned , non-profit organizations 
oparating .under a wide variety of sectarian and non-sectarian auspices. Non- 
profit hospitals in 1973 constituted 56% of the non-federal^; short-term hospi- 
tals and had J 0% of thebeds, 72% of the average* daily census, and 67% of the 

; outpatient visits.^ The non-profits increasingly dominate non-federal, short- 
term hospitals, which, in turn, have become the keystone of the U^S.^ health 
care system. ■ ^ / . . . i^ . ^ 

v^See Chapter II for discussion of Certificate of Need laws and Section 
1122 reviews^ _ ' ' ^ ■ 

-See Chapter 11\b discussion of Utilization Review Committees and PSRO's. ■ 

^American. Hospital Association, Hospitai Statistics, 1974 ..., op. cit. , = 
, pp. 20-21. ^ " 



|>J5v: State and local govemment hospitals , on the other hand, are diminish- 



}i;^v> * / ' ing in importance.^ As was indicated in Chapter 11^ these hospitals tra- i 

ditionally provided care for. the poor^ buty with^ the advent of Medicare and . 
Medicaid, the poor can affor.d^^to-^o to private hospitals, for the govern- 
-^ ^-mant will pay their bills. As a consequence, government hospitals are losing 
patients to the private hospitals, and the occupancy rate in government 
hospitals has, been declining even more rapidly than the rate in the non- 
profit hospitals. However, state and local government hospitals still com- 
prise 31% of non-federal, short-term hospitais and have 23% of the beds, 
o 22% of the average daily census, and 28% of the Qutpatient visits* These 
hospitals continue to provide a disproportionate share of outpatient ca^t , ^ 
priesumably because the poor, for one reason or another, still have^diffi- \ 
culty obtaining primary care elsewhere. - ' , . ' , 

The remaining 13% of non-federal, short-teoi hospitals are proprietary 
institutions, operated for a profit by a multihospital chain or by a group 
of doctors. These; frowned upon by the non-profits, are an . interesting 
phenomenon that will be discussed in the next section. , 

• PROPRICTARY HOSPITALS 



Proprietary hospitals (or. the "deviants," as some of the literature 
has labelled them) are profit-making operEtions 'and thus must_pay taxes, 
unlike non-profit or goyernmental hospitals. Although proprietary hos- 
pitals^ now Constitute only 12% of all hospitals in this country, in 1910 . 
they w^re 56% of the U.S. hospital system. ^ After the Civil War, proprietary 

hospitals grew rapidly in the West and Soathwest, where more than three 

- ^ - 2 - - ■ - ' " _ ' 

quaMers\:of: them are still located, but in the East proprietary hospitals - 

were largely a haven for doctors who, had graduated from "unapproved!' med^^ 



^"Profit-Making Hospitals: Rx for H^^lth Care Woes ?" Hospital Tribune , 
September 16, 1974, quMed in Medical Care Review , October 1974, p^ 1042. 

2 ^ ■ . ■ ' " _ ,\ • . ■ - 

Julian Pettengill, "Financial Position of Private" Commianity Hospitals, 
1961-1971,". Social Security Bulletin , November 1973, p, 13. 

. , . \ ■ . ••; 3-40' ' 
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ical schools and were excluded from community-supported hospitals. 



the disappearance of unapproved medical schools after the Flexner Reporr^n 
1910^ for-profit hospitals ceased to be a haven for inadequate medical 
carev but their bad image has continued to linger on, in part because of J - 
the general "feeling -that hospital- care sho — 
nature. Traditionally, owned by the physicians who practice in them, pro- 
prietary hbspitals are often the first to move into a growing middle class^ 
community Vhete potential patients can be expected to be more prosperous 
and: healthier than the average, ■ " ' ] ' 

For-^profit hospitals tend to be small: 70% of them have less- than IQO ^ 

bedB> They generally focus on patients with simpler^'maladies *and^ thus^heir 

average length of stay is considerably shorter than that at the non-profit 

hospitals (6.7 days for proprietary hospitals versus 7.9 days- at the non-^ ^ 

profits] . , They also do not provide their share of outpatient care, a type : ' 

of care that has tended to be unprofitable to hospitals i For-profit hospitals 

- ■. ^ ■ " , .-.^ ' ■ 

have 6% of the average daily census of non-federal, short-term hospitals but 

^ ' 1 \ " \ ^ 

only 4% of the outpatient visits, - ^ 

Proprietary hospitals are accused of '^cream-skimming/^ taking profitable 
serviced afid patients away- from the non-profits and relegating to the^non- 
profits the services and patients- that- produce deficits / For-profit hos- 
pitals are far4ess likely to'provide community services such as outpatierit 
care^ emergency services, psychiatric care^ rehabilitation^ home care, social-^' 
work, or family planning.^ They generally don* tS^tr eat troublesoi^ patients 
such as alcoholics or drug addicts or people transferred to a hospital by po- 
lice forces* Expensive' 'facilities are generally les#prevalent in proprietary 
hospitals than in their non-profit rivals;, if hospitals in the s 



T~ ■ ^ ■ ■ ■ • 

All the statistics oh proprietary hospitals versus other- nori^fede 
short-term hospitals are from American Hospital AssociatioTi, Hospital 
Statistics, 1974 ^. , op. cit. 



^Pette;igill^ op. cit, ^ p. 



13. 
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Lid-size category are compared. For example^ among hospitals with 50-99 
beds (the size of 32% of the prop'fiatary' hospitals) ^ plant and equipment 

assets per bed are $22,778 for non-profit hospitals but only $14,050 for 
the for-profit hospitals. (See Exhibit 

In the size category into which most proprietary hospitals fall (25- 
D9 beds) , personnel per patient and payroll expenses per adjusted patient 
day are roughly the Siiine for both the non-profit and the for-profit hos- 
pitals* But non-payroll expenses and thus total expenses per adjusted 
patient day are far higher for the proprietary hospitals^ Proprietary 
hospitals* low assets per bed and high non-payroll expenses may be due, at 
least in part, to the fact that, being subject to taxes, a for-profit or- , 
ganization ma^ find it advantageous to rent rather than purchase much of j j 
its equipment and to make use of accelerated depreciation. For-profits 
hospitals are also more dependent on borrowed funds, as was shown in Exhibit 
111-13 in Chapter III, and this, of course, increases their non-jpayroll 
expenses. The fact that their payroll expenses are not out of line des- 
pite their reputation for attentlveness to patients may indicate that they 

make greater use of contractual services (food services, laundry services, 

1 _ . ^ ^ . 

■etcV)^ 

.Some of the higher expenses In for'-profit hospitals may also.be ex- 
plained by the , fact that their average length of stay tends to be shorter 
than in the non-profit hospitals of the same size. Although the compara- 
tive shortness of stays may be due in part to a less complex mix of cases 
being treated, much of it is^ undoubtedly due to the fact that such a high 

proportion of proprietary hospitals are in sections of the country where 

■ ■ 2 

the average length of stay is low for all hospitals. A shorter length of 



" Ibid. pp. 17-lE 



^In 1975 the average length of stay in nil non-federal, short-term hospitals 
in the U.S.: was 7.S days, biit in the Pacific states it wfis 6.5 da)'s and 
in the West South Central states it was 6.8 days. See American Hospital 
Assoc iritlori^ Flospi ta 1 Statist Ics , 1974 ... ^ op^ c^t . ^ pp; 34, 48| and 52. ' 
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stay tends to increase costs per patient day since more services are 
genarally given a patient during the early part of his stay. These ^ 
services, however, also increase a hospital's revenues, since such 
things as lab tests and X-rays are generally billed at a rate far greater 
than their cost.*^ = 

In any case^ the higher, operating costs of proprietary hospitals 
cannot readily be attributed to more expensive plant and equipment or to 
more personnel per patient. The expense figures thus do not seem to 
support the proprietary hospitals' claims to greater efficien cy than 
their non-profit competitors , ■ : . 

Although the proprietary hospitals as a group do not have the facilities 
to provide their patients with more services than those~gi'ven.,to~patients " ~ 
in non-profit hospitals, charges tend to be higher in the proprietary hos - 
pitals . . For .example, in 1971, ajnong- hospitals with 25^49 beds, the average 
semi ^private room charge per day was $38.81 in hpn-profit hospitals but 
$43,49 in proprietary hospitals. For hospitals with 50-99 ^Jjeds, the com- 
parable .figures were $48.56 for proprietary hospitals and $43. 65 for non- 
profit hospitals.^ . / T| 

The higher charges in proprietary hospitals, of course, reflect their 
higher costs, but the charges are still enough ..higher than costs to leave 
the proprietary hospitals with a tidy profit. In 1971, proprietary hos- 
pitals had a net income of $3.55 per adjusted patient day in institutions 
with. 25-49 beds and $5.92 in institutions with 50-99 beds. In contrast, the 
non-profit hospitals in these size categories had an.= excess of revenue over 
expenses of only $1,57 and $1, 88 respectively. Proprietary hospitals with 
■25-49 beds had profits equal to 4,9% of revenues, and those with M-99 
beds had profits of 6,9%. ^ 



Stuart Auerbach, "Hospitals-for-Profit Grow,'* Washington PQst > April '29, 
1974, p, A-4. . 

* ■ . .. , ' 

Pettengill, op. cit. , p. 12. 

Ibid. , p. 16, 
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A, new type of proprietary hospital began springing into. existence 
in the late 196QUi the multihospital chain, operated by lay managers ^ 
rather than doctors . With 29 corporations managing 385 institutions ^ these, 
chains now account for a third of proprietary health care institutions of 
all types. Concentrated in California, the West, and" the rural South, 
chains save money by using the same building design repeatedly, by large- 
scale purchasings and by working out the most efficient system for per= 
forming tasks like floor-mopping and bed-making. Their expertise in 
accounting, collecting Medicare payments, and ■living with federal cost 

controls contribute to the profitability of chains.. ' 

-• ■ ' • i . = . ■ 

.A recent innovation is the management contract under which the , , 
"eha-M-€0Tp0ra4ion--0perate&^-n 



By 1973, approximately 4% of, the beds in non-profit hospitals were >n facili- 
ties with management contracts.^ Trustees generally hire a ch^ih v^hen ,they 
have lost their administrator, but in some cases the old administrktor stays 
on^s^an en^loyee of the chain. The rchainr also-bring-in-thelrTexper^^^ 
^short periods^to do such things as setting up data processing V/stems . The 
trustees of a managed' hospital retain their, final authority; but the chains 
customarily can exercise greater influence over trustees than the traditional 
administrator can. ^ , ■ 

Tiiese Management contracts aid the non-profit hospitals to improve 
their efficiency and provide additional revenues to the chains themselves 
at a time when the building of new hospitals by the chains is not pro- 
fitable because of high Interest rates and the acquisition of existing hos- 
pitals is not feasible because the low Gurrent value of chain corporation 
stock .Tiakes the prospect of trading hospital property for stock unattractive. 



^Gregg Dowriey, "For Sale: Hospital Management," Modem Healthcare , 
. June 1974, p. 37- ■ • •■ ■ - ■ - ■ - ' 



^Ibid. , pp. 39-40. 



^"Profit-Making Hospitals: Rx for Health Care Woes?" op. cit. , p. 1044. 
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Despite the growth of these chains/ it is unlikely that proprietary 
hospitals will ever become a major force in the U.S. health care system. 
Individual for-profit hospitals still tend either to close after a period 
or t o become non-profit institutions . Without government grants or tax- 

— , - - - - \ ■ ' . ■i , 

exempt status, they are seriously handicapped. But their capacity to respond 
to population shifts and to satisfy customers make proprietary hospitals a 
useful transitional device for testing the need for a hospital in an area 
with a growing population. They' will probably continue to be^ regarded as 
parasites by the non-profit hospitals/ who are 'left with all the problem 
patients. But, with^ ever tightening cost controls, the non-profit hos- 
pitals may increasingly find some virtue in buying the management skills of 
the proprietary chains. ' 



SPECIALTY HOSPITALS 

■■■ ^ . ■ . _ ^ _ ; ■ 
There are two types of specialty hospitals^ tliose created to take care 
ot a specific type of disease and those designed to provided care "to a"speciai 
class of patient with all diseases/ Specialized hospitals are generally 
declining in number , but.^ there has been a rise' in the number of hospitals 
\^ specializing by type of patient* For example, in 1955 there were only 
' 54 children's" hospitals in the United States. By 1970 there were 114, . , 
(See Exhibit IV-7 0. ^ ..^.r 

On the other hand; hospitals specializing in a particular disease are 
decreasing rapidly. While in 1955 there were 374 hospitals for tuberculosis 
and other respiratory diseases, this number had dropped to 63 in 1973. 
There were 51 eye, ear, nose, and throat hospitals in 1955 and only 2l in 
1973,. tad the number of maternity hospitals shrank from 78 in 1955 to 25 
in 1973, a response to the declinin| birth rate in this country. 

While specialized hospitals are generally declining,/ general hospitals 
- are growing 'both; in number "and in; their ability to care for patients with- v 
a wide variety of problems. Many large general hospitals today have spe-^ 
cialty units which provide the kind of care that used to be available only 
in a specialized hospital. This increasing reliance on general hospitals is ■> 
reflected in the fact that they coristituted 78% of all hospitals in 1955 
but had expanded to 86% by 1973. 

■ - • ' , ; • . 347 . ■ 
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Exhibit IV- 7 

NUMBER OF HOSPITALS BY SPECIALIZED TYPE OF SERVICE i 
SELECTED YEARS i955-1973 ' ■ 
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Source: American HospitaL Association, Hospitals , Journal of the 
American Hospital Association, Guide Issues, August 1956, 
1960, 1970; also Hospital Statistics: 1974 Edition , p. 34. 



Notes: - ^ Not reported. -. = 

The method of classifying hospitals changed between each of the 
years shown above. Therefore, a particular type of specialty 
hospital "not repprted'' in any one year may be classified , in 
another category that year. . 

^"Chronic and Convalescent" in 1955 and 1960. f 
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TEACHING hCISPITALS Mm ^EDIML SCHOOLS 

In 1973^ '392 of the 7, 12S A. H. A. -registered hospitals were members of 
the Council of Teaching Hospitals of the Association of American Medical 
Colleges. Thus only. 5. 5% of all hospitals could be classified as full-scale 
teaching hospitals. However, a, larger number of hospitalSj 866, were affil- 
iated with a medical school in some way, .and the percent of hospitals af fil- 
iated with a medical schppl increased from S.6% in 1960 to 12.2% in 1973* 
[See Exhibit IV-8.] Most of , these teaching hospitals were large institutions 
with 400 or more beds: 71% of the hospitals which are members of the Council 
^of Teaching Hospitals and 53% of the hospitals affiliated with a medical school 
have at least 400 beds, - .= 

— ^^- ^The full^,scaJLe^tea_ching hpspitala can in a sense be regarded as the core 
of our he^alth care system . The research undertaken .in these institutions 
generates new /medical discoveries which flow out to the rest of the system.. 
Teaching hospitals provide the clinical setting in which medical students 
receive their training. When these students later go out to man our health 
care system, they take with them the new concepts developed in these core . 
hospitals. 

But, while developing new medical techniques and. new medical prac- 
titioners, teaching hospitals must also pursue the often conflicting ob- 
jective of providing patient care* Originally there was less conflict 
between patient care and research and teaching. Many seeking care in a 
teaching hospital .were charity patients, who expressed no strenuous objec- 
tion to being used for research or teaching. With the growth of health 
insurance and the development of Medicare and Medicaid, the percentage of 
charity patients has dropped, precipitously* At the same time there have 
been growing demands for the elimination of distinctions in the care pro- 
vided patients in various financial categories* Thus all patients in a teach- 
ing hospital may now be used for teaching/or research, but greater care must be 
exercised to protect' the privacy of patients,' grown less pliant, and to ensure 
first class care for all categories of patients. Some hospitals, concerned 
about preserving the quality of their patient care, are leery about allowing 
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\ ' ' , ' ; Exhibit IV-8 /\ 

\ • , APPROVALS Al AFFILIATIONS M TOTAL A.H.A, ^REGISTERED HOSPITALS!' 
■ \ " SELECtED YEARS li04973 . ^ 





" " mf ~' " 


19 


65 


1970 






Number 


Percent 


Nufflber 


Percent 


Nuiibgr 


Percent - 


Nu 


Total A,H,A,-Rigisterd Hospitals 






7,123 




7 ]1% 




7 


Meinbers Council of Teaching 


















Hospitais 

_ . _ ^ 

Medical School Affiliation 


NA 
387 


5,6 \ 


.NA 
471 


6,6 


400 
630 




S,6 
8^8 




RiSidency^ '\ 


1,2B1 


■ ILl ' 


1,208 


16.9 


1,215 




17.0 


1 


Internshi|^ ' \ ^ ' 
pEdfessional Nursing School: 


■ 852 
P39 


12.4 
13,6 


. 770 
\ ' 756 


10.8 
10.6' 


790 
643 




ILl 
9.0 





Source: ' American- Hospital Association, Hospitals , Journal of the American Hospital Associati 
. Isiues, 1961, 1966, 1971; Uso American Hospital 'Association, Hospltajjtatlstics: 



(Chicago, IlL: American Hospital Associationj 19741, p. 196. 
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.APPROVALS AND AFFILIATIONS FOR TOTAL A. H. A. -REGISTERED HOSPITALS: 

i , , , ' ■ - - ■ 

V ^^ ' , SELECTED YEARS '1960-1973 
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an Hospital AsiQciation, Hospitals , -'Journal of the Afflerican Hospital Association, Guide 
> 1961, 1966, 1971; also Anierican Hospital Associationj Hospital Statistics: 1974 Edition 
gdy IlL: American Hospital Association, 1974)^ p. .196. " , . 
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affiliations reported by American Medical Association, 
oyad by thi American Medical Assodiationt 
roved by the American Medical Association, 

ollad professional nursing schooi, reported by National 'League: for Nursingi 



the medical school too big a role in the hospital's administration lest 
research and teaching be given too high a priority; yet full-scale affilia- 
tion with a medical school givps\the school an Iniportant voice in the selection 
of the hospital's staff and, through the staff, in determining the hospital's 
priorities. 

Another troublesome issue for teaching hospitals is the level of care 

they. should provide. The full-scale teaching hospitals, with their highly 
specialized staffs and facilities, are best equipped to provide tertiary 
care to patients referred to them because of the complexity of their maladies. 
But other patients in need of only secondary care also come to the teaching 
hospitals, perhaps because their personal doctor is affiliated with the 
hospital and perhaps also because they seek the eclat of being treated in a 
prestigious teaching hospital. Teaching hospitals in large urban centers 

'are, in addition^ expected to provide primary care to meet the medical needs 
of their surrounding communities,' Community pressure is put on such teaching 

i hospitals to provide primary outpatient services perhaps to sponsor neigh- 
borhood health centers. The elaborately equipped teaching hospital thus finds 

TtieTr^"erMffning^pp^ 
uneconomic use of the specialized facilities and skills of a teaching hos- 
pital and often not-entlrely satisfactory provision of prinnry cnrb because 
the hospital is geared to more specialized care. ^ 

Full-scale teaching hospitals must thus meet the deman ds of medical S 
schools for high quality teachinR and 'research , the deman ds of their immediato 
communities for good primary care, the demand of the larger co mmunity for 
secondary care in a prestigibus institution, and the needs of patients from 
a wide geographic area for treatment of .unusually complex maladies . 

They also are increasingly expected to play a role in serving community 
hospitals with fewer specialiEed facilities and staffs. Teaching hospitals 
receive patients Teferred to them from community hospitals, and, as indicated 
earlier, pressure is growing for more formalized referral arrangements between 
community hospitals and teaching hospitals. Teaching hospitals sometimes pro^ 
vide continuing education programs for the staff of nearby community hospitals. 
Sometimes ai^^ngements are made for the bigger teaching hospitals to provide 
consulting services for distant hospitals with limited facilities or staffs 



Telemonitoring systems my be set up to^ enable specialists in the teaching 
hospital to Tead the .result^ of tests given in the distant institution and 
to give advice on proper treatment. The government's Regional Medical Pro- 
gram in the late 1960's was designed to foster affiliations of these various 
kinds between teaching hospitals and community hospitals. (See Chapter II.) 

The community hospitals, however, sometimes resent the power, prestige, 
and wealth of the big teaching hospital s* and they are not always eager to 
refer patients to the tertiary care facilities. The community hospitals also 
are increasingly offering serious competition to the full-scale teaching 
hospitals, for more and more specialists are affiliated with community hos- 
pitals, and more and more specialised equipment has been installed in them. 
Following the movement of the wealthier segments of the population, doctors 
have flocked to the suburbs, and the doctors in turn have stimulpt^d t^^e ex- 
pansion of the suburban hospitals and pushed them into adding facilities to 
provide. a suitable workshop for the specialiied care which physicians in- 
creasingly aspire to offer, ' 

^™~Gtowing^numolT^s ^of^ 

medical schools at least in some limited fashion. While only 569 hospitals 
had some sort of affiliation with a medical school in 1965-661 this number 
had grown to 1,156 by 1974-75.- This reflects both the higher\quality of 
care being provided in community hospitals and also the recbgn-ition by medical 
schools that students can benefit from clinical experience in a hospital that 
does NOT focus on tertiary care. After all, most of the care these students 
will later be providing will be care for the simpler ailments that tend. to 
get neglected in the tertiary care facilities. 

As the various government programs fostering research and hospital con- 
struction enabled teaching hospitals to move into increasingly sophisticated 
levels of care', the community hospitals followed^ eagerly in the -wak e of ^ their ' 
t each in g r j v a 1^ j^q u 1 r i n g m e d^c a 1 school a ffAl i a t i on s and adding specialized - 



Ann© Crowley, ed . ^ "Medical Education in the United States, 1973-74," ' 
Journal of the .American Medical Association , Supplement January 1975^ p, 48, 
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aquiproent that a few years earlier had been available o nly in the big tertiary 
care Institutions . The distinctioh between secondary and tertiary care and 
between teaching and community hospitals tended to blur during the health 
system's boom years. But the bbom years are now coming to an end. Growing 
g^overnment efforts to curb health care cQsts may push our syst em into a 
clearer separation of secondary and tertiary care and sharper d istinctions 
between coftimunlty and teaching hospitals . Each type ofi?ff6spital may need to 
develop a more precise definition of its particular role. 

Both full-scale teaching hospitals and a pood number of community hospi- 
. tals serve as the training ground for residents and interns al ready equipped 
with an MD, Graduate medical education (for interns and residents) is pro- 
vided in many more hospitals than is undergraduate medical education if or 
medical students). In 1973 there were 1,174 hospitals with residency programs 
and 737 with . internship programs. (See Exhibit IV-80 Some hospitals with 
residency and internship programs are not affiliated witK-a medical school,/ 
but, of the hospitals with graduate medical programs, the percentage without , 

medical^school^af f ill a t i oas. J r opped . f r orn^I 3 % ^ in i965-6£ tpJ2%_^^ 1^ _ . ■ 

Medical schools are playing a bigger role in supervising graduate medical edu- 
cation, and many feel that this trend should be encouraged ^to ensure the quality 
, of residency training programs. - ^ 

Although the total number of internship and residency positions offered 
has increased 33% in the last ten years/ the number of hospitals with such 
programs has been declining, this is due, at least in part, to the high cost 
of such programs as the salaries of residents and interns have climbed. The 
average salary paid a resident shot from $3,989 in 1964-65 to $11,359 in 
1973-74.^ Not only have residency programs grown more costly, but third parties 
(Medicare, Blue CrosS) are increasingly insisting that they will pay only for 
patient care providod by residGnts but will not pay for the teaching and re- 
' soarch costs of residency programs. At present, direct charges for hospital , 
services pay 85% of house staff costs, according to a survey made by the 
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"Ibid. , p. 44. 



-Association of Ajnerlcan Medical . oileges.^ The Michigan Blue Shield has gone 
furthe^^'and is taking steps tha\: ciyld prevent raimbursenient even for patient 
care provided hy interns and re,sidents, though allowing reimbursement for 
services provided by attending physicians." 

However^ studies of how i'esidents spend their time have shown that they 
generally devote at least 40 hours a week to patient care.,^ A February 1966 
study conducted at the Yale-Mew Haven HospUnl, for example, showod that resi- 
dents on the average devoted 58.8 hours a week to patient care alone. If 
r'isidents are devoting at least 40 hours a week to patient care, the additional 
hours residents devote to"^ educating either themselves or medical students can 
be considered hours which are contributed by the resident on an unpaid basis. 
A 1971 study dona at the Hartford Hogp^tal indicated that the residency pro- 
gram was actually saving^ the hospital inone y^ for^ if th^ program were elimi- 
nated^ the additi_onal staff required to do th e pati ent care done by residents 
would cost more than the program . ^ 

The influerica of medical schools in the U.S. hedlth care system has grown = 
pervasive since the 1910. Plexher Report which led to the eliinination of many 
small medical schools of poor quality and promoted a more scientific approach ^ 
to medical teachiTig, Since World War 11^ financed both by research -grants 
and direct institutional grants^ medical schools have groWn in size, .number, 
,and full-time faculty* [See Chapter IIO Armed with thei training and values 
instilled in the schools, doctors go forth to man the health care system and to 
practice what their mentors have boon prenchlng. An increasing number of 



Robert Chase J *^Who Should Pay for Graduate Medical Education*^' speech. 

Jaoffrey Strossi *-A Statewide Approach to Graduate' Medical Education,-' 
New Engl and Journa l of Medicine ^ October 3, 1974,' pp. 702-703. 

Augustus Carroll, Program Cost EstiTnatin^g^ in a Teaching llospxtal (Washington^ 
D»C*r Association of /Xmerican Medical Colleges ^ 1967) , 

John Freyman and John Springerj "Cost of Hospital-Based Education," Hospitals , 
jdarch 1, 1973, 
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hospitals even- Veternns: Administration hospitals are apiiated in 
■sbma faihion with a medical" school , Pressuro is "growing for^all residency . 
W internshit-programs « be under, .the, supervision of a med cal,. school , 
Hospitals not affiliated with a medical school may, have some sort of rela- , 
tionship with a' teaching hospital that does have such an affiliation; th. ^ , 
teaching hospital, for example, may provide continuing education to the staff 
of ihe community hospital. The discoveries developed .through \medxcal school 
research generally: spread .quite rapidly through the system, and even s.all 
hospitals' are eager to add equipment to apply the new techniques, ^ 

T^^espreMiM^ 

'thequ^Mr^isa^^ 

too in the first place, ^e research grants pouring into the medical schools 
«ndeci to cau^ an emphasis ' on research -and a concomitant neglect of^teachxng. 
some of the schools' departments grew more rapidly than others, not because ■ 
of any conscious choice of priorities but because of selected departments ' 

.'success in obtaining grants. ^. "The medical school was less and le.s able to 
function asr an institutional entity collectively determining Us own pr.or,^ ^ 
ties and maintaining a halance^ between It. objectives and program, on the ■ 
basis of a unified sense J purpose. Rather, it began;to resemble a loose \ 

■federation of independent^principalities. each concentrating increasingly^ ^ 
upon its own specialty field., with decreasing emphasis upon. Us appropr.a ^ • 

• r le in a . total prOgra.( of balanced, basic educational .reparation of medical 



Students."^ ^ 



Th. .edlcal schools pUKod over greater e.phasii on .edloino using ex- 
p.nfl.e"teoh„olo8i. .nd il.o.od little interest in oo,prehe«ave ■o.re co,,- 
L„Uy .e.icine, or tHe ..velop.ent o. .ore o«Uie„t ^ of 
care Mori of ' the faculty worUed on a fuU-ti.e basrs and thus lost touch ^, 
"irthe exigencies ,f d„.-ro-da.v pr.cticc: .Their »or. focused on the tert.ar. 



blems," The Annal 
..January 1972, p. 41, 
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care emphasized in. teaching hospitals. The prioritias in the medical schools 
were quickly Tefltfctad in the health care systeni as a whole. 

The situation now is chaniing. ' Re^search grants are tapering off. The 
I • government , is using its financial support of medical schools to push them 
; into greater emphasis on primary care.^ Medical schools, through thoir 

teaching hospitals, are more involved in outpatient care, either in the 
■ hospital or in ah affiliated neighborhood health center. The medical schools' 

greater association with community hospitals may perhaps make .the faculty more 
.^..awaTe-of-the-population' s.need for-the simpler levels- of care. Medical - - 

schools are being encouraged to set up training programs for "family medicine," 

emphasizing basic, comprehensive care for an entire family. 

But change comes slowly. Faculty accustomed to working in high technology 
raedlcine don't suddenly become enthusiastic' about imprUing the organization - 
of neighborhood health centers, and the faculty serve not only as teachers 
but as role models for medical students.' A survey of I^CLA medical students 
found that 80% of entering students, were interested in I primary care medicine, 
but, after four years in medical school, only 30% actually entered primary care 
residencies. Another pro.blem is that, because admission to medical schools 
has become highly selective, the students under the tutelage of the faculty 
tend to.be "grinds j" good potentlai candidates for research labs, not well 
rounded students likely to enjoy the extensive dealing with people that 
family medicine requires. As Dr. Daniel Funkinstein of Harvard Medical School 
has pointed out, "if you're the kind of guy who go4s to- college and gets into 
lots of extracurricular, activites, gets B's, and likes to work, with .people, 
you're not getting into medical school any more The kind of physician 
people dream kbout is not getting 'into medical ichool any more."- And the 



^Seg Chapter II. 

2 ' ' ' ■ ( ^ ■ 

"There Are Plenty of Incentives Against Pr.-fcticing Primary Care, " Americ an 
Medical News. January 27-, 1975. quoted in Me dical C are Review, February 
1975, pp. 141-142. ■ — ' ' 

^Quoted in David Blumenthal and David Fallows, "Health: The Care Wo Want and 
, Need," The Washington Monthly . jQctober 1973, p. 14. 



WS,:0im coniplexity of medicine makes it difficult for medical schools to turn 
ii^-^OUt generalists. With the proliferation of medical knowledge, it is easier 

; to master one corner of the field than to gain, a general understandlni of the 
iP^"^hole vast area. One must also norSverloolc Mimcans' passion-for^^ ^^^^ 
1"' technology in all areas, not just in health care. The expensive" clinical 

technology .has glSmour for patients as well as for the faculty and graduates; 
W . of medical schools, and, with their hospital hills paid by insurance, patients 
i-- '':- want all the benefits the expensive clinical , technology seems to offer. It. 
■ will take more than government decrees and perorations on the inportance. of 

primary care^^to shift the focus of medical schools and the resultant focus 
' ■ ■ of the U.S. health care system. 

' HOSPITAL m-ILIZATION - " , 

i Admissions to all hospitals in the. United States .totaled 34. 352 .000 in 1973. 

86%-^ov^ the number in 1950/ mr rise is . more -than double ^the^^ 3^ L 
in population between 1950 and 1973. Admissions just to non-federal. short= , 
term hospitals climbed 91%- over the same 23 years, with the greatest growth 
occurring, interestingly enough, in the late 1950 's when Hill-Burton was in 
full swing butMedicare was still just a dream of reformers. [See Exhibit 
IV=90 The burgeoning of admissions before Medicare was apparently due to a 
combination of the changing medical technology, the growth of hospital in= 

surance, and the increased availability of hospital beds. ■ . ■ , 

While admissions have risen continuously, the average length of stay 
in all- hospitals (long-tcr,., as well as short,term] plununeted from 24.7 days . 
. in 1950 to 12.6 days in 1973. This is primarily a reflection of the fact that 
. patients requiring long=term ^are are increasingly being transferred out of.. := 

hospitals and into outpatient care or into nursing homes or extended care fa- 
. cilities In the' same period the average length of stay in short=term, non= 
-"federal hospitals declined only slightly from 8. 1 to 7.8 days; The length . 
■ of stay in these hospitals rose after Medicare- was inaugurated and more 
• elderly^ people began getting hospital care, but.since 196? the length ^of stay 
' has been slowly falling, presumably because of greater utilization controls, 
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UTILIZATION OF HOSPmL IAC^I^^^ 
/ SELEGTED YEARS tesO^M 




sourcer Amgrican Hospital Association, Hospital Statifticri §?4^ditinn fCMc%, 111.- 



Asjocifition, 1974), pp. 19; 21 
Notes; >NA - Not Available 
a 



b 



M justed to take accpuiit of outpatient visits. . . , 

Average lenith of stay calculated by multiplying number of beds x occupancy rate x 365 days, and divid 
by admissions, , . % . 
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HOSPITAL^' FACILITIES! 
^ • ;SELECTED YEARS 19S04 ■ 



ai: of 
ifes pital Bed s 



iODO) 
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31,759 
34,352 
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16,663 
19,100 
22,970 
26,463 
29,252 
31,761 



Average Length 

% [Am] " 



24,7 
23.6 
20.4{ 
17,8 
14:9 
12..6- 



b' 



8,1 
7.8 
7.6" 
7,8 
"8,2 
7J. 



trAssQciation, Hospital Statistics: 1974 Edition (Chicago; II L: Aitierlcan Hospital 
% pp. 19, 21, . ^ ■ , : 

; of outpatient visits. ' . : ■ 

lalculated'by multiplying number of bsdi x occupancy rate x 363 days, and dividing 
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the average length of different parts of 

country. For example, in the Pacific States the average length of sta 
.non-federal, short-term hospitals is 6.5 days, while in the Middle Atlu^ti 

,:States . jt is_ ft. 3. days , ^ 



in 

c 



■ Since the Tise in hospital admissions has been less than the declinle in 
the average length of stay, the number of patient days in all hospitals 
declined from 3.011 per 1.000 .population in 1950 to 2.843 in 1960 to 2. C 
in 1973. a decrease of 31% in the last 23 years. However, if only non-federal, 
short-term" hospitals are considered;;the n umber of patient days per 1.000 
n^viliari population rose from 900 in 1950 to 977 in I960 and 1.194 in 1973 .. 
^"in^ease"of - ^ ^*'in"tl^ lair 23 1 
\ong=term hospital beds is dropping, the demand-for non-federal, phort-tern, 
hospital beds has risen sharply. A dramatic jump occurred in the denmnd for 
short-term hospital beds after Medicare and Medicaid were inaugu^ted,. but the 
growth in demand is. now even-slower than it waS before Medicare- because the 
continuing rise in admissions is being c^pensated- £or-by tlie= declining length^^ 

of stay. . ' ' . ■ 

Since the bed capacity of all United States hospitkls grew, faster tban 
their average daily census, their occupancy rate fell steadily from 86% 
in 1950 to 77.5% in 1973. This decline occurred primarily because of 
sharp drops in the occupancy rates of non-federal psychiatric hospitals and 
non-federal tuberculosis hospitals. Occupancy rates vary considerably 
.between different types of hospitals; In 1973 the occupancy rate for 
federal hospitals was 79,0%; that for non=federal psychiatric hospitals . 
was 61 9%- for other non-federal, long-term hospitals it was ■82.1%; and . 
■for all non-federal, short,term hospitals. it was 7514%. The rate for these 
latter hospitals is brought down by the fact that the occupancy rate for 
■state and local governmental short-term hospitals is only 70.6% and that for 
proprietary short-term hospital! is 68.3%. Non-governmental, non-profit, 



^American Hospital Association, H ospital Statistics, 1974. o p. cit, 
pp. 38 and 52, 
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/Short- term hoapitais had an occupancy rate.of 77,81 in 1973.^ The non= 
profit, hospitals enjoyed rising occ until 1969, when increasing 

utilization controls began to push down both the length of stay and the 
occupancy rates, * 

The size of a hospital affects its occupancy rate . Among non-federal, 
short-term hospitals, those with 6 to 24 beds had an occupancy rate of only 
49.8% in 1973, those ^with SO to '99 beds ' had a 66,2% rate; those with 200 
to 299 beds had a 77,4% rate; and those with 400; to 499 beds had an 81.3%-^"" 
rate. [See Exhibit^ IV-IOJ Thus, the, larger a hospital is, the highel^.^^^ 
erally is its occupancy rate. However, size seems to have more impact on 
-occupancy rate a^mng small hospitals than among: those wi^h 500 o^ more 

Occupancy in alL hospitals varies greatly from day to day and season 
to season, and small hospitals in particular cannot have anything approaching 
a 100% average occupancy rate^ if they are to be in a position to meet the 
peaks of demand that occur periodically. However, occupancy rates would be 
-raised-if hospitals did not tend to empty .out on weekends when few bperatio^^^ 
and tests are scheduled. Hospital facilities could be used more efficiently 
if full services were provided seven days a week. One hospital which imple^ 
mented a full seven day operation significantly lowered, its average length 'of 
stay when patients were no longer kept neediessly in the. hospital over a 
weekend ^waiting for tests,. 

Although admissions and patient days in non-federal, short-term hos- 
pitals have. mounted steadily, outpatient visits have escalated far more 
rapidly. While admissions increased only 20% between 1965 and 1973, total 
outpatient visits nearly doubled^ (See Exhibit IV- 11.) ■ 



American Hospital Association, Hdspital Statistics: /1974^ , , , op,cit, , pp, 19^21. 



See, 



i, for example, Derek Bush, "Small Hospitil Implements 7-day Operation " 
Hospitals , October^ 16, 1973, pp. 45-^47, , ' 
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Exhibit ^IV-IU ; = 
OCCUPANCY RATE BY SIZE OF HOSPITAL: 1973 
' CNon-federal, Short-term Hospitals) 
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SPECIALIZED SERVICES AND ECONOMIES OF SCALE . . ■ 

An increasing number of hospitals are offeri ng more specialized services 
to bottv thei ^ -it.pftt:ient5 and their o utpatients .' In 19S0 only 37% of all 
hospitals had blood banks; by 1973 the percentage had grown to 59%, The 
percent of hospitals offering olsctroencaphalography rose fromJ%to iO% 
over the same period of tinie. Radioisotope facilities were not reported in 
19S0, but- by 1973. 42% of all hospitals hnd disgnostic radioisotope facilities 
and- 21% had therapeutic faciUties, An: even larger proportion of non^fedoraL, 
short=term hospitals report' these and other specialiaed services, as can be • 
seen 'in Exhibit IV-12. ^ ' 

Many of our larger hospitals also provide super-specialized facilities 
that are not even covered by the American Hospital Association's annual 
surveys: A few hospitals . for example, ■ have hyperbaric units which force 
oxygon into the blood and tissues, kiUing gas-gangrene bacilli and other 
infections;, a few have„stoma rehabilitation clinics to help patients learn to 
live with the.rosults of ileostomios, colostomies, or ilenlbladders. Such 
facilities generally appear firsfin large teaching hospitals, and then 
gradually spread to other institutions. ^ 

^i^, fnriliri- '"--"^^ " '^■^'T^tal offers vary almostrdlTectljrwi^jhS. 
size of the hospital ! The larger the hospital, the more'.sophisticnted service 
if offers. (See Exhibit TV-13.) Virtually oil non-fedei>al . short-term 
hospitals with 500 or more beds have post-operative recovery rooms, intensive 
care units, pharmacies with full-time registered phnrmacistF. diagnostic . 
radioisotope facilities, histopathology laboratories , .elect roenc^^lialography . 
inhalation therapy, 'physical therapy and emergency departments. An average 
of only 13.2% of the hospitals with 6 to 24 beds and SO. 5% of those with 
SO to 99 beds offer these services. 



^The only exceptions occur with facilities which larger hospitals do not 
have because thev offer more elaborate services. For example, few large 
.hospitals have a' part-time pharmacist, but they , usually, have a full-time one. 



TREND IN HOSPITAL FACILITIES AND SERVICES: 
, = " SELECTED YEARS 1950-1973 

(Percent, Of NDn-fede|ral , Short -^term Hospitals Having Selected Facilities) 



Facility 


1950 


19SS 


1960 


1965 


b70 


1973 


~Int ens Ive'^'Care Unit : ; 


~NA"'~^ 




TO. 2 


26.7 


48,8 


62,3 


Intensive Cardiac Care Unit 


NA 


NA 


NA 


NA . 


42, 1 


35,0 


Open-heart Surgery Facility 


"^NA 


NA 


NA 


NA 


7 . r 


8,5 


Postoperative Recovery Room 


NA 


28 * 9 


51*5 


69i 0 


75, 2 


80,5 


X-Ray Therapy > . 


44,9 1 


35,9 


35.1 . 


37,1 


33. 1 


33.4 


Radimn Therapy 


NA 


NA 


. NA 


32 . 0 


27,5 ' 


26. 5 


Radioisotopic Facility 


NA 


11 . 5 


21 * 8 


30, 1 


36. 1 


(a) 


Histopathology Laboratory 


NA 


NA 


NA 


. NA ■ 


48,2 


49,8 


Clinical Laboratory 


88,0 


93,3 


95.. S" 


97.6 


NA 


NA 


Pathology Laboratory 


NA 


NA ■ 


49.4 


56,6 


NA 


NA 


Organ Bank 


NA 


NA 


NA 


NA 


3,1 


2,8 


Blood Bank 


53,7 


61 = 0 


56,0 


61.4 ■ 


60,4 


64,8 


Electroencephaiography 


11,9 


11. S 


14,0 


27.7 


33,0 


38,8 


Inhalation Therapy Department 


NA 


NA 


' NA 


NA 


56,9 


70,7 


Renal Dialysis - Inpatient 


NA ' 


NA 


NA, 


NA 


10.3 


11.7 


Renal Dialysis - Outpatient 


NA 


NA 


, NA" 


NA 


6,8 


10. 1 


Psychiatric Services - Inpatient 


NA 


NA 


NA 


13.3 


' 14,6 


16,1 



Source: American Hospital Association, "ijospitals g Journal of the American 
Hospital Associationj Guide Issues, August 1951, 1956, .1961, 1966, 
1970, 1971; also American Hospital Associations Hospital .Statistics: 
1974 Edition CChicago, 111,: Ainerican Hospital Association , 1974 )\ 
pp. 2U2-206, ■ ' : ■ 



Note; NA = Not Available, Not included in A.H.A.'s survey of hospitals, 
a f 

Diagnostic Radioisotope Facility, 46,9%; Therapeutic Radioisotope Faellityj 

24;i%. - . ' " \ ■ ' 




HiUTlONSHiP OF WiPlTAL Sill TO FAClLITItS AND TiACHlNO ACCRlDlTATiONi: 197S 
(Non-ftdfTol, Short-tin? Hospitals) 



P#re enta g ;e of ^tospitaU ^toying Thgse 
~ FBctntiei ; 

PolE^DperaEive RgGovcfy Rsoii 

intfnslve Cafe Unit . 
'- intensive Cafdiae Care Unit 

Open Heart Surgery 

Phsfsaex with FT Registered Pharm-icist 
. Phaniae)? with PT Registered pharmaeUt 
X^Ray Therapy 
Cobalt Tbarapy, 

Radius Thtrapy , . : 

RadisisQtope Facility Diagnestie 
Radioisotope Facility - Therapeutic 
Hlitopachelogy Lab 
Organ Bank 
Blood Bank 

ileetfeeneephaiegrsphy 
Inhalation therapy = 
PreaaEurf Nursery 
, Self Care Unit ^ . ' _ 

ixtended Csfe Unit 
Inpatient Renal Dialysis 
Qutpatiertt Renal Uialyii^ % 
^ Burn Care Unit 

Physleal Therapy _ ^' 

■' Qceupationai Therapy ' . > 

"' Rehabilitation Inpatient Unit 
^ehsbilitatien ^cpatieht Unit 
psyehUtrie Inpatient Unit 
psyehiatrie Outpatient Unit 
psyehiatrie Partial Haspitiil i^ation 
psyehiatric Ejaerieney Unit 
Psychiatric Fester and/or Home Care 
Psychiatric Consultation and Education 
. CUnicyl Psyehclogist Services 
Social Work Department ' 
Faaily Planning 
Hoffie Care Department 
/ . Hospital AuxlUarjf 

Ofgeniied ftJtpafient Departments 
Emergency Department 
Genetic Counseling service 
Inpatient Abortion 
" Outpatient Abort ien 
, Dental Seryiees 
Podiatrist Sefviees' 
Speech Therapist Services 
Volunteer Scfviees Departmeni 

Percentage of Itospi *' ^vin^ These 
Teachine Aeg^redltangn.g 

Cancer, ProgrSfli 
* Resldeney / 
^. Internship ..... 
Medical School Affiiiatlan 
Professional Nursing School 
Merter of Council of Teaching Hospital? 



$16,911 

260 



16, g\ 
IP,0 
S,0 
Q 



41.1 
3,S' 
Q.4 

~0~i 
' 3.S 
U 

li.S 



3.S 



1.2 
0 

10.4 
Q 



p 
0 

0.8 
1.5_ 



f j 

S.O 
1D,0 

2J1 



5a. a 



3.1 
0.4 



2,1 
1,9 
4>6 



0.1 
0 
□ 
0 

■ 0,3 
0 



^s ^"TT - 



$18,113 
IpOSS 



48.0% 
24, S 
I6:i 
0 



54.9 
6.3 
0.4 
0.7 

j-2 



0,6 
8,1 
0.2 
40. 1 



33.4 
12,5 
Q.4 
6. 1 
_0 3 
1,0 
O.S 
SS.O" 
2. 1 
0.2 



1. I 

0.7 
3.4 
1.6 

A.^2_ 



0 
2,0 



10.3 
1.7 _ 



1,3 
S4.0 
13,7 
77.0 

0.4 



7.6 
1.9 

n.4 

S.2 
2.6 
8.2 



O.i 
0.2 
0.2 



So - Mi 



HosBitsl Size (Bed^ 



121,221 
'U4b3 



SS.l% 

47,3 

21,6 



43.4 
13.0 
l.l 
S.6 

23. 2_ 



3.6 
16, 1 

0.3 
S6.7 



64.4 

11,4 
0.7 

14.1 
1-9 
1.9 
0,4 

66.4 

l.l 
1.4 

3.1 

2,i 

S.3 
0.3 
3.7 
S.3 
30.1 

i ■ s 



3,0 

6i, I 

12.7 
84.7 
n.6_ 



11,4 
4,2 

21.1 
9.S 
6.6 

19,1 



1.6 

1.8 
0,1 
1.3 
0.4 
0.1 



$16,S76 
U36 



96,0% 
SO. 8 
31.7 

5.2 

87.^a_ 



10, 1 

56. S 

s.s 

21,7 



19.9 
6S.8 
1,1 
76.6 
7 

18.7 
40,7 

2,1 
14.6 

7.0 



6,1 
1,1 
17,9 
14.6 

3.9 
11,2 
7.0 



0.6 
S,4 
10.4 
58,1 

_3,6 



6,4 
§0, 1 
20.3 
92.1 

l.B 



19,6 
7.4 
3S,6 
12. 8 
18.1 
40.6 



7.3 
7.3 
2.1 
4.S 
3,8 
1.0 



S31,8I7 
634 



9S.9% 
94.8 
14.7 
9,S 

g^.4 ' 

0.9 
S9,l 
21.0 
S2.4 
_BB.8_ 
48.7 
90.4 
3,6 
83.0 



97.6 
63.7 
6,6 
12.3 

^7-4 



IS, 9 
2.8 
95.4 
27.4 



10.6 
27.4 
17.5 
11,1 
29 3 



0.9 
IS.l 
18.0 
74,6 



11. 
81.6 
36,4 
^5,6 
4.1 



26.7 
13,7 
44.0 
ll.O 
30.0 
71, S ' 



$34,439 
368 



IQO.QV 
98.4 
69.3 
12.3 



0 

82,1 
44.8 
76.9 



7S,3 
9i,9 
8,2 
90,2 



19.6 
13.2 

i6:i 

IS, I 
11,7 
4.2 



9S.6 
7S.S 
10.3 
12. S 

23,1 
6.0 
9i. 1 
45. 9 
14.9 



18.2 
47.8 
32,9 
19.3 
4^7_ 



1'.2 
23^6 
30.4 
86. 1 



13.6 
91.6 
Si. 4 
9S.i 

l-L 



31.3 
IS. 8 
56. S 
24.5 
41,7 
80.7 



37.9 
50,3 
42,7 
38.2 
32.3 
13.4 



too /jir 



136,359 
211 



99.5% 
98.6 
84.8 
43.6 



0 

86.3 
61,6 
85.8 



85,3 
, 98,1 
10.0 
93.8 



100,0 ' 
64.4 
14.7 
11.8 

46^9^ 



,36,5 
10.9 

IQQ.O 
58.3 



2S.6 
62.1 
37.0 
28.9 
51-? 



2,8 
34.6 
37,4 
91.0 
2^ 2 



15. 
91. 
67, 
97, 

39. 

22. 

63. 

25.1 

54.0 

86.7 



43,7 
72,8 
63.8 
58.2 
35.2 
31,5 



Soureei -Ameriean Hospital Asseciatioh, HoiPltnl StatiHtles; 
pp. 202-208, 26=27. 196. 



Edition CChlesge, til,i Aaeriean Hospital Association, 1974), 



The siie of a hospital also affects the number ^of teaching programs it. 
offers. The percentage of hospitals with men^ership in the Council of Teaching 
Hospitals, the percentage with a medical school affiliation, and the per-! 
centage with nursing schools and residency and internship programs rise 
markedly as the size of the hospital increases* 

' . " ■ " ■■■ , " " ^ ^ ■ .\ I ■ 

Statistically^ as hos pit als increase In size, everythinE goes up:\ the 
occupancy i^ate, average length of stay, the number of , specialized servings 
offeredj the number of teaching accreditations, personnel per..bedt expenses , 
per bed, and assets > per bed . Obviously these factors are interrelated, \ 
Patients are attracted to hospitals with many facilities* It is not economic- 
ally feasible for.^ smaller hospitals to have as much specialised equipment 
as larger ones* Patients with more complex cases tend to be referred to 
better oquipped hospitals where they are provided more elaborate treatment, \-- 
requiring=a^longer stay. Special facilities increase the assets per bed and.; 
require additional personnel* Teaching hospitals have residents on duty 24 ^ 
hours a day and have access, to faculty w^th the specialized skills required 
' to treat more difficult cases* Teaching prograrns, more elaborate equipment, 
and extra personnel push up costs. 

Some studies have indicated thft teaching programs of themselves tend 
to increase the average length of ^ay* In 1969, when Slee arid Amherst 
studied 209 teaching hbspitals and 326 non-teaching hospijtals and made some 
effort to correct for differences in case mix, they ^'estimated the 'teaching 
effect* Cthe^jextra length of stay attributable to teaching) to stand at 10 
percent on a' national average* This teaching effect varies with regiorts of 
the country and with hospital size,*-" But teaching programs, while 1^'ngth- 
ening stays, also provide better care* Comparison of fatality rate^for 
particular condi'tioTis and reviews of medical records have Indicated gen- 
erally superior care in teaching institutions, at least in the early 1960*s. 

_____ ■ v-, ; . /V- 



Duncan Neuhauser aiid Fernand Turcotte, "Costs and Quality of/'Xare in Different 
Types of Hospitals,'* The Annals of the American Academy of Political and 
Social Science , January^ 1^72, pp. 55-56,^ 
2 = ' ■. ■ - ■ 

Ibid, , p, 56. ^ 



368 



Exhibit iVril shows how ^ust about every statistic rises as hospitals 

incMase in s^ze. PIant,,and equi^ent assets per bed rise sharply for^hos- 
pitals w^th'^less than 200 beds'; for larger hospitals differences in the plant 
and eqilipment assets per bed are smaller, despite the feet that very large 
hospitals ha%Pe., significantly more special facilities than ;do the=..madiuin 
slae institutions. (See Exhibit IV-13. "I Presumably plant and equipment 
assets"per-bed-do^not rise so rapidly at the upper end of the size scale =■ 
because at least some special facilities can serve a large number of patients 
as readily as a. small''number. PeTSonnal per bed risus steadily as hospitals 
increase in size, as do payroll expenses per .personnel . The elaborate 
facilities in larger hospitals not only require more peiisonnel buf also [more 
highly skilled and thereforo more highly paid persohnelJ Greater ' personnel 
costs in the larger institutions are, of courje, also related' to the ■ 
that! large hospitals tend to be. in urban areas where higher salaries can be 



/commanded , 



^Exhibit IV-IS illustrates the steep rise in expenses perbe^.as hosp^als 
increase in size. However, because of the low occupancy r^t^rljf the smallest 
hospitals,' total expenses per occupied bed are less^Jor''hospitals wlth,25 |o _ 
.99 bsds than for those with 6 to 24 beds. Thi,^'ts true despite the fact th'^t 
hospitals with the smallest number of bed*iiave markedly fewer facilities ^ 
than those with more beds. Only^>-1iospitals/with 100 or more beds do expense 
per occupied bed rise sharply iJith the size of the hospital ./'Taowever, be- 
tweeji hospitals with. 200=299 beds and f^.-. with 400^499 beds, expenses per 
occupied bed (and personnel per bed) rise relatively slowly despite the 
larger number of .facilities available in the, institutions wtth the greater 
number of beds. This may indicate that.is is uneconomic to operate even a 
simply equipped hospital with less than 50 beds and that, w^th a weU ^ 
equipped hbspital, economies of scale can be obtained in hospitals with 400. 
or more beds, 

, Efforts, to determine economies of scale in hospitnl operations have 
produced Conflicting results because of the difficulty of controlling for 
differences in scope of services^ and type of patient treated. Reviewing 
research stu^dies done before 1972. Neuhauser and Jurcotte. concluded. "THore 



IV- 14 



•^ecoNOHic DATA m mmm it m of iiospiTALi im 

{M4isim[, ^an-lm lioipitalp] 



li!i!i|>)tal 
SI:*! 



Ill 



131 



2i 

hiil-l,!!! 

soiit 



I of 



m 
i.m 
\M 

1.279 

M 

m 
m 



903,324 

■ — v— 



ill 

110, i9 
180,350 

mil 

lSb,i77 



if of 
Adisi^fi'ions 



'flJ6I.13S 



194,511 
l,S25,ltd 
3,7S7.Bfe7 
6,S||,4fil 
S,79S,^00 
4, 62^:^14 
■3J85,4Qe 



html 



HA 



49. i 

ili 
liA 

81.3 

ai.i 



■Stay 



7.S 



S.9 
!i,3 
7.0 

7.3 

l,h- 

8J 
9.3 



» of 
Persennel 



10,461 
74, OSS 
202,619 
381, 8« 

mm 

MM 
246,647 
539,147 



Pcfisnnel 
Per 
Bdd 



1.38 



1,66 
l,6fi 

i;s4 

lAl 

2>40 

MS' 

2.64 

2.88 



iipm% [im] 



Pa yTgll Other Tstal 



15.867.173 



mm 

1(210,876 
2,606,357 
2,770,214 
2,136,944 
1,892,819 
4,415,825 



12,621,513 



48,817 
' 374,111 
1,015,602 

2,isa,59i 

2,lS4,?i3 
l,9n2,l2S 
1,502,096 
3.344.468 



28i4P5i6i6 



10?, 221 
§09,775 
2,336,478 
4,792,S4i 
4,954,997 
4*339,069 
3,394,915 
7,760,291 



Plant 



21,100,700 



100,013 
713,716 
2,2Q4,ISS 
4,389,945 
4,?13,269 
3,987,343 
3,077,205 
1.914,784 



Othff 



S2,J 

3«,i 

2.iS7,C 



Total 

6* U 
25- 4p 

50^ m 
100.199 
200'29H 
100=3-1 
400-499 
500* 



PiivroU 
Per Persftuni'l 



$7,383 {17.M 



5.585.* 

5,P3 

6.174 

6,82b 

7.4!7 

7,594 

rm 

8.190 



Payrall 



Per M 



.9.iF.ii 

9.75i 
il,36i. 
14,452 

n.sii 

19,342 
20,272 

23,617 



OEhgf 

lljspertei 
Pgr Bed 



Per Bed 



InM Vi\M $13,259 



7,-732 
3,373 
" ')M 
12,U'i 
14.046" 
15,097 
.16,087 

17,31?^ 



16.982 
11,124 
21,221 
26,576 
31,857 
34,439 
36,359 

41,504 



10,250 
10,935 
11,531 
121^S2 
13,267 
13,522 
13,764 
14,394 



Assets 



JianL 



Per Bed 



S27.787 



15,840 
15,975 
20,022 
14,341 

mM 

'31,647 
.32,957 
31,634 



Other 



Per Bet Per See 



$13,876 



■Total 



Grois Inpitipnt 
ReyeflUeS Per 



'41,665 JI07.30 



8,28a 24,126 
,7,7l(j 23,615 



9,161 
12,12 
13,11 
14,70' 
15,SI 
18,12, 



29,79[ 
,16,461 
44,117 
46,354 
48,481 
49,951 



Patiint Day^ 



$ 69.SI 
74,77 
82.22 
i7<3S 
108.95 
112.40 
116,49 
124,60 



Net Tstil 
. Rgyeiiiief! 



$28,592,132 



97,667 
770,282 
?,J31,6!2 
4,817,210 
5,041,704 
4,367,655 
3,439,722 
7,636,9801 



Net Totsl 




Pif Bad 



$31,653 



$ll,46§ 
17,240 
21,177 

. 26,912 
32,414 
34,666 
36,839 
41,112 



Syurte ; 



Afflerlcnn Hospital mmmm, Hgipltal St3tist.les. 1974 IditignfChiMFn. In;; ^gfi„n !|„pitoi Aiisdatien. 1974), 



pp. 26. 



iilfibit 



[Nen-fsdErah ihoft^tero HoipiEais) 



6,J14 
44.681 
ilD.099 

m.m 
mm 

93.371 
116.977 



i of 



31J6i.i3S 



Percent 



Average 



1,521.163 
3,787.867 
6.S22.461 
5.79S:«0 
4.622,114 
3,3SS.406 
1,927.786 



7S.4 / 7.1 



49. S 
SS.U 

72,3 
77.4 

m.i 

81J 



6:2 

7.0 
7,3 
7,6 
S.O 
8.2 



fPefionnel 



I Qf 



2.149,161 



10.461 
74. OSS 
202,619 
381,141 
.373.493 
320, 191 
246,647 
539.141 



Pgr 
Bed 



i.bb 
\M 
\M 
IM 

IM 
2,64 
2,8S 



2,38 15,861,173 



18,404 
'.3L6b4 
1.230.S76 
2,606.357 
2,770.284 
2,436.944 
1,892,819 
4,4lS,i2S 



12,628,123 



■ 48.117 
374,111 
1.0ii.602 
2,186.591 
2,114,713 
1,902.121 
1,102,096 
3.344,461 



28,495,696 



107.221 
809,715 
2.3Jb,478 
4,792.948 
4.954,997 
4.339,069 
3.394.915 
7.760,233 



'AsiEts ($000) 



Plant 



25,100,700 



100,013 
713.156 
2,204,381 
4, 389,941 
4,713,269 
3,987.343 
3^071.205 
1,914,784 



12,536,406 



S2.318 
344,109 
1.075,406 
2.187.061 
2.148,662 
1,852,967 
1,449,498 
3,42S,9SI 



"tsial" 



37,637,106 



151,331 
l,Q5S,2fiS 
SJ79,791 
6,577,006 
6,161,931 
S, 840,310 
4,526.703 
9,340.769 



,3S3 

,iis 

.883 
,,174 

',417 
';S94 
N674 
i.l90 



ni iPi^felf 
iSiiiifi lpgr Eed_ 
, Elf iiA 



PeTisiine 



17, .SOS 
ll,3<jl 

i4,4.s: 

17.811 
19.342 
20,272 

23,617 



Per Bed 



3t3,9!!0 31,S4S 



led Pers gnnej 



7,732 
8.373 
'J, 860 
|2;i24. 
44.046 

IS ,007 
16,087 

11,887 



16,982 
18,124 
21.22! 
2b.576 
31,817 
34,439 
36,359 
41,304 



$13,259 

10.250 
10,935 
ll,5il 
.12,552 
13,267 
13,522 
13,764 
14.394 



mt Total 
iU, 87^ Ml, 665 



127,781 



15.840 
:l5,9ffi 
20,022 
24.341 
30.303 
31,647 
32.957 
31,634 



8,28a 24,116 

7.71C ■23.685 

9.76f 29.79(i 

12,12^ 36.461 

13,814 44.117 

14.7Q1 46,354 

1S.S2^ 48.4ij 

I8.3|i 49,951 



Gress Inpatie 
Ravsnuei Per 
■=Pati-Etit-p3 



1107.30 



S 69,52 
74, 77' 

■ 82,22 
91,38 
108.95 
112.40 

■116.4& 
124.60 



"Net Total 



Set TPtallExcQil at 



$28.592,832 



97,47 
770,^82 
2.131.612 
4.817,210 
S. 041, 704 
.4,367.655 
3,439,722 
7,686.910 



Riveliuei 



$3t;653 



$15,461 
17.240 
21,17.7 
26,932 
32.414 
34,666 
36,839 
■41,112 



Over 



0,31 



{8.9}^ 

(4.9) 

(0.2) 

1.3 

1.7 

0,7 

1,3 
(0.9) 



M liQl^itsi A..ociaiion. iM.pU..) ...riui.it 1914 Edition [Chieap, ilU American mm hmdnim, 1974). pp. 26.21. 198. 
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is a general trend toward finding that standardized costs are high in the 

-.MaIle.r:.,hospitalJ.,.. decline^-as^ s and then level- ' ■ r 

off for larger hospitals."^ Berki, however, summarized the results of these 



studies as showing that ''Depending on the methodologies and 'definitions 
used, economies of scale exi#t, may exist, may not exist, or do not exist, 
but in any case, according to theory^ they ought to exist,''" 

\ HOSPITAL PERSONNEL 

In 1973 there was a total of almost 2,9 million full-time equivalent 
personnel^ employed In all hospitals in the United States. Of these, about 



were other types of personnel such as ' technicians and technologists, thera-- 
pists, pharmacists,, aides and orderlies, dietitians, and the like.^ Sta- 
tistics on categories of professional and technical personnel employed in 
all hospitals in 1966 and 1969 are given in Exhibit 1V^16. These statis- 
tics reflect the new medical technology, for between 1966 and 1969 there 
were striking increases in the number of hospital personnel in such cate-. 
gories as inhalation therapists and aides,, electrocardiographic technicians, 
cytotechnologists-technicians, and histologic technicians and aides. Another 
trend indicated by the statistics is the growing Jse of lesser skilled "aides" 
and "assistants'^ to increase the productivity of ^more highly tinained personnel 
such as occupational therapists, physical therapists, social workers, phar- 
macists, and radiology technologists. /\ 



\leuhauser and Turcot te, op, cit/. , p. 55 



g-donon 



\ 



16% were Registered Nurses, 7.8% were Licensed Practical Nurses, 1.7% were \ 
physicians and dentists, 2.2% were interns and residents ^ and the remainder 



2 - / - ^ 

Sylvester Berki, Hospital Ec onomics CLoxington, Mass.: D.C. Heath, 1972), 

p, 115. . ^ " ' . . ^ 

^Full-time equivalent personnel is the sum of full-time personnel plus one- \ 
half the number of part-time personnel. These figures include interns, resi- 
dents and qther trainees. " ^ i 

4 '- 

' '^rican Hospital Association, Hospital St atistics: 1974,.. , Qp.^cit. „ p. 35. 
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The number of full-time equivalent personnel in hospitais increased 75% 

between 1960 and 1973; Per 100 pritients in the hospitals' average daily 

census, the number of full-time equivalent personnel increasad even more 

104%, as can be seen in Exhibit The number of hospital personnel 

is growing more rapidly t han thejiuml^er of hospital patientSj for the 

sophisticated care \provided by hospitals today requires more personnel per 

p^ati ent . * . 

' , \ ' ■ 

As can be seen in Exhibit IV-18, the number ^of hospital personnel per 

bed increases with the size of the hospital, as is to be expected/ Since the 

larger hospitals are more likely to have teaching programs, they, of course, 

• , ' . » * ' * ' 

have more interns^ residents, and other trainees per bed. They also have 

more salaried physicians and dentists on their staffs- However , nurses per 

bed are about the same for all hospitals with 200 or more beds. It *is the 

"other personnel** Ctechnologists , therapists, etc.)' which in rease most 

rapidly as hospitals, increase in size, =* 

The number of physicians Qn_ho^5pital salary doubled in the decade 
between, 1965 and 1975 ^^ Because of the greater complexity of medical tech- 
nology, an increasing number of doctors are hired full-time by hospitals 
to operate certain specialized faoilities or to 'act* as chiefs' of cld^nlcal 
and supportive departments otherwise staffed by doctors in private practice. 

Non-teaching hospitals, which traditionally had no medical coverage at night, 

2 _ _ 

arc beginning to hire salaried nighttime physicians. The demands for better 

provision of outpatient and emergency care are causing hospitals either to 

hire doctors to man their outpatient and eniergency departments or to contract 

with groups to provide these services. Sometimes a hospital will contract 



**Full-timo Hospital Physicians," Modern Healthcare , April 1975, p- 16r. 

Joann Lublin^ "More Community Hospitals Employ Physicians To'Treat Emergen- 
cies During the Small Hours,**, The Wall Street Journal , December 9, 1974, 
p, 56. 

■ 3 76 ' \' ■ - ■ •■ ■ . 

\ 

■ ■ ■ ■ ; . . \ , . ■ . . 



, r ■ Exhibit IV-l? ? 
HOSPITAL MANPOWER; 1960, 1970 AND 1973 
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Source: Amiirican Hospital Association, .. Hospitals ^ Journal of the^ American Hospital Associatlor 
Issue - Par/t 2, Voluiiie 45 j Number 15, August 1, 1971, p. 452; also Hospital Statistics 
Edition, p/ IL 
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HOSPITAL MANPOWER; 1960/1970 m'lm 





f 


■ull^inie 






Full-Time 






I 


iquivalent 






Equivalent 


i 


of 'Hospital ' 


I 
f 


(OQO's) ' 




P 


er 


ersonnei 
100 Ctnsu: 






"i960 


1970 


19'73 


I960 


1970 ' 




tals 


1,598 

5 


2,537 


■ 2,769 


114 




196 


233 


iiort=tinn Hospitals = 

6 -,24 bids 
i 25^ 49 beds ■ 
^-50, -'99 beds 


1,080 
13 

58 
128 


,1,929 
12 

189 


2,142 

in 

71 

201 . 


226 
198 
197 

4i i V 




292 
288 
■ 2S7'. 
255 ' 


31S 

' J79 

m 


100 -199 beds 
200 -299 bads 
300 -399 beds 
400 -499 beds 
SO.O and over beds 

s - Total 


234 
217 

191 

. 5ia; 


366 
332 . 

443 

' 608 




381 

373 ' 

321 

247 

539^ 

627 


227 
235 

^ 237 

225 
56 




273 
292 

501 ■ 

■ .326 
96 


293 
310 
'317 

^ 355 ^ 
123 


^ - 

1' Hospital AssQCiatinnj 


liospitais J 


JUUijlcLi Ui 


fH^ Americai 
J p» 452; al 


1 Hospita] 


A 


jsociation 


, Guide 


Part 2| Volume 45, Numb 


erlS, Augu 


St 1, 1971 


10 Hospiti 


il 


Statistics 


: 1974 




















n 











interns, risidents and otlie'r trainees, 



ERIC 



y 



■ EKhibit IV- 1$ 
m-m LQIJIVALENT SALARIEP PERSONNEL IN U,S, HOSi'ITALS: \m 



ty^olUu of Hoipital 




total UiS, Ibspitals 
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100 -199 beds. 
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Sauree: Affleriesn HospitalUisfldation, ilospital StatiitiM:^ 1974 Editign {' 
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Asioeiation, liospital StiUigics- 1974 Editign (CUeags, lU.i ,\if,erican Hospital AspscjotiQn, .1974]., pp. 34-35. 
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1.01 



wiih individual doctors in private practice to man their emergency services 
at specified tinies. Because of government utilization review requirements 
and the medical audits required by the Joint Commission on Accreditation of 
Hospitals, hospitals are hiring salaried medical care directors and utiliza- 
. tion review teams to oversee the adequacy of medical records and to assess 
the quality of patient care." In sum, the growing concern about the quality 
of care and the increasing complexity of that care are increasing the need 
for salaried hospital physicians* , , - 

HOSPITAL-AFFILIATm DOCTORS m) 
CHANGING HOSPITAL-DOCTOR RELATIONSHIPS 

In addition to the physicians who are full-time salaried staff members 
of a hospitar, a great many physici_ans are affiliated with a hospital ; that 
is J they use the services of one or more hospitals for their patients* Such 
physicians are not paid by the hbspitalj but they are considered members of 
the "medidal staff'' * They are not hired or fired by the hospital adminis- 
tiration but are appointed by the hospital trustees on the recommendation of 
other doctors on the medical staff. The medical staff members are profes- 
sionally accountable to their peerSj but they are not accountable to the 
hospital administration, for they have a direct line of authority to the 
trustees* < The'so physicians use the hospital-s resources (instruments, 
operating i-ooms and so forthO > but they, do not pay for these services. Many 
of the medicar staff sei^ve long, unpaid hours on hospital committees and use 

their' influence with the trustees to imprdve_a hospital's services , but the 

" _ _ 2 

cost of these services is of no direct concern to the staff. 

Serious problems for hospital administration are posed by the dual 
lines of authority, one running through the administrator and the quite 
■ separate one running through the medicaj sta ff* "The physician can intervene 

\- .... ^ ' 

"Full-time Hospital Physicians," op* cit. ; p* 16s, 

"^Morton C* Creditqr, "If The Doctors Owned The Hospitals," New England Journal 
of Medicino , January 21, 1971, pp. 134-136* 

/——— " \^ ^ ■; . 
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in many areas of the hospital over which he has no formal administrative 
jurisdiction or authority. Unlike the foreman, who is caught M.n the middle' 
between his legitimate superiors and subordinates, the nurse is caught 
between two superiors, administrative and medical." - 

The physicians have been able to preserve their power over hospitals 
because of their socio-legal responsibility for patients and their socio- 
economic independance from the hospital*^ The hospital provides the phy- . 
sician with his workshop but not his income. The physician provides the 
hospital with its patients ank thus its source of revenues. In. effect, it 
is the physician, not the patient, who is the customer of " the hospital: 
The patient pays, but it is tHe doctor who decides .which hospital services 
are to be purchased, ^ The physkcian demands that the hospital provide 
him with the best possible facilities, and the administrator feels under 
pressure to accede to the demands of hi's ''customers." The problem is further 
coinplicated by the growing specialization of doctors: Each doctor is eager 
to add services to HIS specialty, and few doctors are in a position to make 
balanced judgements in light of ^verall medical needs, ^ 

For a number of reasons, the coming yMrs are likely, t^j see some diminu - 
tion in the independent power of \the medical staff . In the first place, "the 
monopoly the physician once had In the health field is gone'/" Numerous 
new types of health professionals \have developed with the new medical tech- 
nology, and physicians numericallyV comprise an ever smaller percentage of 
the health , prof ession . In hospitals doctors continue to have overall re-- 
sponsibility for their patients * medical care, but they personally provide only 



^Eliot Friedson, Profession of Med/lckne CNew Yorki , Dodd, Mead, 1970), p. 117. 
^ Ibid. , p; 120. \ ■ ^ . 

^Ray miing, "The Shifting Power Strulcturc in HeiJlth," Politics and Law J in 
Health Care Policy , John McKlnlay, eu. (New. York: Mil bank Memorial Fui^.d, 
197ly; p. 9V. . 1 



a fraction o£ the care patients receive. The doctor performs the surgery; 
prescribes the treatment, and generally pays the patient a brief visit. 
The rest of the time, the-.patient' s care is in the hands of the nurses, 
orderlies, medical technicians, inte^tis, and residents. Since the nurse 
has much more extensive contact with 'the patient, she may have special in- 
sights into the patient's medical nee ds th at the doctor lacks, and nurses are 
growing bolder about questioning doctors. The medical technicians may have 
technical khowledge the doctor lacks and thus the power that knowledge 
fives, '"For example, a radiologist recently complained that he was leaving 
his practice in a community hospital in part because he was no longer in 
complete control of therapy =- a physicist now determinos the use of the 

■ ,.1 . 
cobalt unit. ; 

Physicians are also losing some of their economic independence. A 
growing percentage of the medical staff are not 'independent practitioners 
but employees of the hospital. Their salary/is paid by the hospital, and, 
as employees, they are under the authoritf'of the hospital's administrator. 
The salaried doctor is also psycho 1 og ic4 1 ly bound to the hospital in a way 
the independent physician is not. Tlfis can sometimes pose problems for the 
physicians themselves; The salaipCd chief of a department must supnrvise 
Independent practitioners who are not employees of the hospital and whom he 
has no authority to fire ■ pie independent physicians resent, the growth of 
hospital-salaried doctors^^ho, they fear, will cause independent doctors to 
be given lower priority ii obtaining beds foi- their patients and a smaller^ 
voice in the operation ^'f the hospital , Private doctors are even mtfre 
nervous that "the hospital as a corporate entity may eventually compete ^. 
with them for the local patient population ,,. At^ the worst , full-time "' 
clinical chiefs may take over private patients; at the very least, they wi,ll' 



^bid. 



383 
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be •looking over iny shoulder telling me what to do.'''^ The i^^ep^fi^eat 
physicians feel throatened by their full -time coll^^Sues, and %^^f f^^rs 
are probably not entirely without foundation. 

The cost constraints and governnient regulations increasingly pexng jju^ 
posed on hospitals are also eroding the independent power of tl^^ _^^4icai 
staff. As economy and efficiency of operation have grown more ^jj^p^ftant, 
directors of hospitals are less likely to be the physicians th^^ af^^^ 
I ' headed hospitals in the past and more likely to be executivai ^i-th ^P^^ial 
training in hospital administration. As hospitals ^ave gro^ ^n^o ^^^^ coin^- 
plex organi^ations> greater management ability is requlre'd to 4n^g|^^'t-^ 
^ their diverse operations. As health insurers and government 

have imposed greater budgetary restrictions, financial wizardry ha^ 
greater importance in running a hospital. The special skills ^^^^j^j-ed to 
manage a modern hospital win for the administrator the respect ^jie 
trustees / and his need ^for greater authority is increasingly ^^cogfii^®'^ ^ 

The world outside the hospital's doors is also handing th^ ^^^inis^ 
trator greater power. The administrator must increasingly se^v^ inter- 
mediary between the medical staff and the outside world gov^^^^nt regu^ 
lators, hospital insurers, conimunity representatives, health P^^^^rs, and 
other hospital administrators^ The hosp^ital is no longer a tight ji*^^^ 
Island where the oligarchs of the medical staff can. hold sway* Ce^*^^^^^*® 
of Need laws iiiake it impossible for administrators to accede t^ the 
doctors^ requests for new equipment. Budgetary limitations i%Ose^ 
rate regulators make it necessary for 'administrators to keep ^ f±rfi ^^^^ 
on costs* PSRo's will reduce the power of individual doctors j^t^^ine 
the hospital sorviees provided theiy patients. Community deffl^^^g ^ush the 
hospital into providing bettor outpatient services whether or r^^^ ^h^^^ is 
of great concern to the independent practitioners on the staff . jpe modern ^ 
hpspital administrator must be a politically astute innovatori ^^^^jtive to 

\ 

\ 

^"Full-time Hospital Physicians," op^^^^^i pp. I6q^l6r. 
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changes in his institution' s snvirgnment and imaginative in devising re- 
sponses to thD?e changes. He can no longer reply sololy on the clinical 
innovations eagerly proposed by the medical staff. 

The changes in the power structure of hospitals arc gradually being 
given institutional recognition- Hospital administrators are being made 
voting mcinbcrs of their boards of trustees. Traditionally medical staffs 
elected their own chiefs of staff and departwnt heads, but now the Ameri- 
can Conege of Hospital Adininistrators is asking that trustees be the ones to 
appoint staff chiefs and department heads . ^ 

The doctors are, of course, concerned about the erosion of their 

power. The American Medical Association is strongly advocating physician ' 

membership on hospital governing boards, and the American Hospital Association 

has now added its support to this demand of the AMa/ The Hospital Assocp-^ 

tion's accrediting body may even make physician membership on the board a 

5 ■" 

prerequisite for accreditation. 

While administrators and medicai staff are competing for control of 
the hospital, the recipient of the hospita P services the patient 
has little voice in the way card is delivered to him. He does not have the 
technical knowledge to criticize many aspects of the hospital ' s operations. 
About other aspects he can grumble, of course, but unlike a customer in a 
store, he cannot readily switch his business to another institution. In- 
short, although the patient is technically the customer of the hospital, he 
has little choice about the institution in which he receives care, and he 
can exercisje iittle influence over its operatic 



i on , 



^"A Battle Brews Between Hospital Medical Staffs and Trustees," Wall Street 
Journal , July SI, 1975, p, 1. 

2haMA Told of 'aha Action to Expand MD^s Hospital Voice,** American Medical 

News, December 10, 1973, quoted in Medical Care Review , January 1974, pp. 42-44 

^Somers, Health Care in Tra nsition..., oP'^^t- . 35. " ^ . , 
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Traditionally, the physician has served ss the patient's ^'ombudEman'* , 
selecting the institution best equipped to meet the patient's needs,, supers 
vising the care given, listening to the patient U complaints, and using his 
influenca to improve the care delivered. However, patients have not always 
found physicians to be adequate ombudsme^n, particularly for the non-medical 
aspects of their careV and hospi^ls are beginning to add to their staffs 
special patient representatives to act as liaison between the hospital and 
the patient and to seek ways of resolving the legitimate grievances o£ 
patients.^ Hospitals are also drawing up a bill of rights for patientf* 

specifying the rights the patient retains even when he is,^ in effect^ the 

' ■ . 2 - > 

prisoher of the hospital. 

Unlike other institutions in our free enterprise system, the hospital 
has not had customers concerned about the price charged for its serw^ices. 
Since an increasingly large percentage of hospital bills is paid by third 
parties, the patient is not immediately concerned with costs. In the past^ 
third parties have tended to reimburse hospitals without questioning their 
costs too much, although this is now ichanging. , (See Chapter IlIO The 
physicians have bSen unconcerned ^hoLt hospital expenses since it costs 
them nothing to use the facilities of their ''workshop" to treat their patients 
Some- students of the problem feel that the most effective way to control 
costs would be to create some incentive for doctors^to work with hospitals 
to keep costs down. Kaiser does this by sharing with its doctors a portion 
of uny rovonues the hospital accrues in excess of its expenses. If some 
incentiv e is given, to doctors to play a roic in curbing the e scalation in 
hos pital cost s, physicians may be ablQ to balance medical and oconomic points 
of view more succossfuliy than third parties and the rate regulators can . 



^ee, for example, Joel Chase, Martin Ames, Mitchell Ribkin, "Dial C-A«R-E ^ 
for Instant Response," Hospitals March 16, 1974, pp. e|-64. 

^See, for example, Donald Snook, Jr., 'Tatlent Rights," l^gpitals, April 1, 
1974, pp, 177-180. 



im GOVERNANCE OF TOSPITALS 

As the role of the adniinistratoi has changed so, too ^ have the demands 
placed upon hospital trustees . Because philanthropic doTiations supply an 
ever smaller percentage of hospitals ^ capital needs , it hits grown less im- 
portant to fill the board with fund^raisers. With hospital capital 
axpendituras increasingly financed by coimnercial loans , the hospital today 
needs trustees with good contacts in the financial world. Businessmen, mostly 
wall heeled executives j still dominate most hospital boards ^ but a 1973 
study of hospital boards of trustees in the Boston area, found that a sub- . 
stantlal percentage of board members were financiers, particularly on the 
boards of hospitals with more than 150 beds. 

The growing cost cqnstraints being imposed on hospitals has led to a 
need for trustees with budgetary and administrative expertise. Thus a, 
board needs to include accountants and those with management skills, and it 
also can use the technical expartise of people such as engineers. Boards 
now require trustees with specialized 'skills not just fat wallets. ^ 

The increasing regulation of hospitals is one reason that lawyers 
constitute over 15% of the members of most hospital boards of trustees in 
Boston.^ Hospitals also nead trustees with good political connections, but 
surprisingly few iion-governmental hospitals have elected public officials 
on their boards. Apparently they are relying on trustees with political 
influence rather than political power. 



^See Chapter IIP s section on "The Funding of Hospital Construction." 

^Th^odore Goldberg and Ronald Hemmolgarn, ''mo Governs Hospitals?" Hospitals. 
August 1, 1971, p. 72. 

^lan Berger and Robert Earsy, ^^Occupations of Boston Hospital Board Members," 
Inqirjiry , March 1973, pp. 42-46. 

^^Ibidi. 
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The ever more sophisticated care being provided by hospitals has mad© 
it necessary to include physicians on the board to help with the complicated 
..medical judgements hospital boards must make. A 1971 study in Detroit 
found that physicians comprised over 10% of hospital trustees.^ And, of 
course, physicians are pushing for still greater representation on boards. 

Hospitals have g e nerally been successful in a dapting the ir boards of 
trustfees to their chang in g financial rfequirements, legal constraints, and 
mediQ al complexity. But boards have been far -slower to adapt to the fact 
that they are being transformed from private enterprises to something resem- 
bling a public utility . Both tfte government and the community are increas- 
ingly demvanding public accountability of hospitals. Health care institutions, 
are expected to meet cormnunity needs, to accede to public demands, and not 
just to serve their own interests or their own interpretation of the public 
good. Pressure is growing on hospitals to include ^^conmiunity representa- 
tives" on their boards. Historically many hospital bbards were, in fact, 
dominated by representatives of the coMupity that created the hospital^^- 
the church groups, the leaders of thf conununity around the hospital, and 
so forth. But boards, being self-perpetuating, have continued to represent 
their old community without taking cognisance of the changes in that 
conununity.^ The descendants of the middle-class founders of a hospital 
often move to the suburbs, but they continue to sit on the board. The poor 
who have taken their place in the hospital's iiranediate neighborhood have no 
voice in the hospital's operation. The hospital's board usually represent^ed 
well enough the hbspital's paying patients, and it seemed unnecessary to pro- 
vide representation to the charity patients. But today there are few charity 
patients, thanks to Medicare, Medicaid, and hospital Insurance, and growing 
public demands for political and social equality in every arena have been 



Goldberg and Hemmelgarn, Qp.cit. , p. 76. 
^ Creditor, op.clt. , p. 135. 
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translated in health care into demands for equal treatment of all patients, 
regardless of their financial positiorM and better representation of all 
types of patients on hospital boards. 

This is a move hospitals have been reluctant to take. It is also 
a move difficult to implement: Who does represent the diverse community 
the hospital serves? How are representatives to be chosen? Can community 
representatives be found who have the time to devote to hospital affairs 
that prpsperour biisinessmen have been able to give? How do you find com- 
munity representatives knowledgeable enough to pass judgement on the in- 
creasingly teihnical aspects of hospital governance? The community 
/representation mandated for comprehensive health planning agencies has not 
been entirely successful,^ Perhaps the public accountability being required 
of hospitals can be satisfied by greater inclusion of publicly elected 
officials on hosFital boards. But, however tlwy resolve the problem of 
community representation, hospital boards will have to develop better 
linkage to the hospital's environment and become more sensitive to the 
demands of that environment.^ The waves of the outside world are increasingly 
dashing against the hospital*s little island, and the board of trustees is 
unlikely to be any rnore successful than Canute in commanding the waves' 
retreat. 



See Chapter II v ' 

^Jeffrey Pfeffer describes the intricacies of the role hospital boards of 
directors must play as the linkage between the hospital and its environ- 
ment. See his article, ''Sizt;, Composition, and Function of Hospital; 
Boards of Directors: A Study of Organization - Environment Linkage,.^V 
Administrative Science Quarterly, 1973, No. 3, pp. 349-364. 
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Doctors 



Although the nun^er of doctors in this country is increasing 
rapidly,, the aountry appears to be suffering from a "doctor 
shortage" because of the gecgraphia maldistributxon of doctors 
and the increasing speaialiMtion ^of doctors w In rural areas , 
and in urban ghettos, patients have difficulty obtaining any 
kind of medical care, and in other areas^ where specialists 
are abundant^ patients have difficulty^ obtaining basic primary 
care^ In part because of pressure from ;^he federal govern^ 
mmnt to improve prinmry care, training in "family medicine" 
is being given more emphasis in medical schools, and in resi^ 
dency programs. "Physician assistants" are being developed 
to take off doctors' shoulders sonm of the simpler medical 
tasks and thus enable doctors to care for imre patients^ 
Doctors are increasingly organizing themselves into group 
practices f whichf among other things,. may enable doctors to : 
operate more efficiently . To the dismay of many in the medical 
profession^ graduates of foreign medical schools have been 
pouring into this country to fill positions for which Americans 
could not be recruited , Movements are, thus underway to alle- 
viate some of the deficiencies in the medical care provided in 
this country f but the medical profession as a whole has not 
moved rapidly in balancing its own medical and economic 
interests with the felt needs of the nation^ The doctors' 
general failure to respond to our changing perception of our 
medical needs is one force pushing the government into under^ 
taking the programs described in Chapter II, 

Gmm IN THE NUf^R OF 
DOCTORS ATD OF MffilCAL. STUDEMTS 

The total number of physicians in the United States climbed 67% between 
1950 and 1973 while the total population increased only 37%, As a resulti 
the number of physicians per lOQjjQO population has rij en almost steadily from 
141 -in 1950 to 171 in 1973 j although the number of non-federal physicians in 
patient care has grown at a slower pace. (See Exhibit IV-19.] 

One reason for the growth in our phy.^ician jjopulation is the expansion 
of our medical schools since the end of World War TI, In the academic year 
of 1950-51, there were 79 medical schools in the country with 26,186 students, 
of which 6,135 graduated that year. In 1973'74, there were 114 medical school 
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; Exhibit IV-19 

■pmSIClAN MANPOWER: SELECTED YEARS 19S0-1973 



' Year 


Total 
Physicians^ 


Physicians 
Per 100,000 

Total 
Population^ 


— — 

Non-Fadaral 
Physicians 
In Patient Care 


Non-Federal Physicians 
In Patient Care 

Per 100,000 
Civilian Resident 

Population^ 


19B0 


219,997 


. 141 


NA 


NA 


1955 


241,711 


142 


NA 


NA " 


1960 


260,484 


141 


NA . 


NA 


1965 


292>08B 


147 . 


237,482 


123 


1970 


334,028 


159 


252^778 


124^ 


1973 


366,379 


171. 


272,850 





Source- American Medical Association, Center for Health Services /Research and 
Development, SoGioeconomlc Issues of Health- 1974 Edition (Chicago, 
111.: 1974D. p. 120. . . - 

Notes; NA = Not Available, ' 

■^Includes inactive ond address Unknown as of December 31. 

^Total population includes Armed Forces and their dependents in the U.S. and 
abroad; civilians in the 50 states, D.C., and U.S. outlying areas; and U.S. 
governraent and civilian employees and their dependents abroad. 

Excludes U.S. outlying areas CCanal Zone, Pacific Islands, Puerto Rico, and 
Virgin Islands). 
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With SO, 886 students, of which 11,613 sraduated th^t year.^ (See Exhibit IV-20.) 
Thus, the number graduating from medical school each year climbed 89% 
during that 23^year period* Despite this jump in the number of Tnedical 
schools' and in total enrollment, the number pf individuals applying to inedical 
schobls has been mounting at a faster rate than the number accepted. In the 

aaadami€j=^year 1953-54, 53% of all applicants were accepted by medical schools, 

' \ _ • -■ 2 

while in 1973-74 acceptances were only 35% of applicants* There is concern 

that^ in becoming more selective, medical schools are getting too many 

"grinds" with a bent for research and too few students with personalities 

that! make them good candidates for the primary care practice this country 

nefeds . 

j For years the expansion of medical schools was discouraged by the American 
Medical Association, still harboring unhappy memories of the depression years 
when; the shortage of paying patients left one third of U.S. physicians with 
incomes, below $5*000 a year.^ In 1967, yenrs after the federal government 
began financing medical school growth, the MAk finally adopted a public posi- ^' 
tion advocating the education of more physicians. Now, however, physicians 
are growing uneasy about the number of cojnpetitors being churned out by our 
medical schools, and the American Enterprise Institute concluded in 1973, i 
"There is a distinct possibility of a surplus of physicians by the late I 
1970's."^ Heeding such warnings (and worried about budget deficits) , the 
federal government is proposing to reduce the. grants it has been bestowing on 
medical schools to foster their expansion, (See Chapter HO 



^Anne Crowley, ed. , "Medical Education in the United States 1973-1974," 
journal of the American Medical Association , Supplement January 1975, p,17, 

2 ■ 

Crowley, op. cit^. , p*17. 



^Sheps and Seipp, op. eit^ , p. 43. 

^"Doctor Shortage Seems Likely to Turn Into a Surplus by 1980," Wall Street 



Journal , April 10, 1973, p. I. 
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inhibit lV-20 

GROrrH IN THE JAJMBER OF DOCT^ AND OF 
MEDICAL STUDEffrSi SlLECTEO mRS l§i0-li?3 



A, The NuBbef of _nQgt_0r3 



1^5. 



B. The N^be* ^ M^digpl Students 







SO 


19 




1 

I960 


1 

1965 



"T — 

1975 







I . . — ^ — . — t — 1 


S-si 


19S5-S6 . I9b 


B-61 l96S'-66 


1970-71 


1973-74 



l^n. Zro.Uy. ,d,."Mc.dl«I Iduc.Uon .i« Th. United Sm^i lfltJ-H." OsuiBiLaLlia 
_A»,Hi;in H i-Jie.! jkUBCigtan . iupulemsnt jMuary 1B75. p, V. 

^"n.»nei.le I..Ut. of H..!th (Chlcaso. 111.: 19745. p, 14, 
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Pressure and financial inducements froin th^.fed era 3 government have not 
only stimulated the expansion of our=medica-l schools ^ ^^he]^.: n^fe changed 
the. character of the students enrolled in them. Traditionally medical 
^studejits have been white. males from upper income families. With scholarship, 
and loan funds, supplied primarily by the federal government but also by foun- 
dations and the schools' own endowments, the schools have increased their en- 
rollinent of Blacks from 2.7% in 1969-70 to 5,9% in 1973-74, and their total 
minority enrollment (Blacks, Mexican Americans, Puerto RicanSj American In- 
dians, and Orientals) has grown from 5.0% in 1969-70 to 9,2% in 1973-74. Ther 
hasj also been a substantial increase in the number of women enrolled in medi- 
call schools: Women ^comprised 5,7% of medical students in 1959-60, 9,0% in 
196'9-70, and 15,4% in 1973-74.^ ^ ^ 

In addition to increasing their enrollments, . a number of medical schools 
, have attempted to hasten the new doctors* entry into the health care system 
by lopping up to one year off the traditiorial four- year program. Reduction 
in the length of the program both offsets the rising costs of medical educa- 
tion and allows schools to accommodate more trainees^ over a period of years* 
OtWer medical schools are allowing students to enter without the traditional 
four years of undergraduate college. And some medical schools^ by closely 
meshing premedical education in their parent universities witb their own' 
programs 4 are graduating doctors six years after high school graduation* 



RESIDENCY PROGRAMS AND . 

FORFIGN MEDICAL GR^UATES^ Cfto S) . = ' 

' Reflecting the expansion . of our medical, schools is the rapid increase in 
the number of newly minted doctors completing their training by serving as 
hospital interns and rej^idents . Actual lyj the number of interns ^ after in- 
creasing steadily until 1971-72, has been declining in recent years* More 
and more graduates of medical schools are skipping internship and going 



. ^Crowley, op, cit , , pp, 18-19. 
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straight into a residency program, and hospitals accordlnf-ly reduced their 
oFfSfing of internship positions by 21% ^between 1971=72. and 1973=74. Despite 
this reduction. 9% of internship positions wore unfilled in 1973=74_and 28% 
had been filled only by using graduates or-foroign medical schools. ■ 
' ' Unlikff internships, the number o£ residency positions offered has grown 
continuoiisly and rapidly, climbing from 37.357 in iy63-64 to 54.137^ iii. 1973=74 
Although this is a smaller percentage increase than the increase ih the number 
of students graduating from medical jchools, bn^pltnls still had 9% of their 
residency pbsiti is unfilled in 1973=74, and »f the positions had been 
filled only bv uHine graduates/of foreiyn'-m edical^schools. CSee Exhibit tV=210 
,The percentage of vacant positions has declined coKll^erably since 1971=72. when 
■it was 15%, but the percentage of rositions filled b^^forelgn medical, gradpates 
\has declined only slightly. It would seem that the expansion of U.S. medical^^^ 
schools has helped hospitals man their house staffs hut has not yet, appre^ably 
reduced their dependence on foreign medical schools.' 

In residency prngrams. unlike intejnships. new medical graduates^^ _ 
trained for some . specialty, and the peTcentage ^_va3anci.es^affd^^^^^^^^ foreign ^ 
medical graduates (FMG'sJ varies^ greatly from specialty to specialty. The 
percentage of vacancies is generally highest in the areas the medical profes= 
sion has tended to neglect, namely rehabilitation and primary care. For ex^ 
ample. 27% of the positions in family medicine. 251 of the few positions in 
general practice.- and 23% of the positions in physical medicine and rehabili= 
tation are vacant, and a high percentage of the filled positions in general 
■practice and in physical medicine and physical rehabilitation are filled by 



V 

\ 



"CTOwley, op. r.it,, p. 49. 



SGraduatas o£ Canadian madical schools are included with U.S. medical school 
graduates and are n« counted as foreign medical graduates. 
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; : ^ . Exhibit iv-21: 

-^SIDENCY INTB^SHIP POSITIONS 
; / IN U.S: HOSPITALS^/ 

/ SELBCTED YEARS 1950-1974 



■ l"; 

-/;■;'. 



70 - 



60 



50 



O 



40 * 



© 30 



I 



20 - 



id; - 



U * S . Medical Graduates 



fmm^m^arJ F^^^ign Medleal Graduatei 



2S:i% 



67.7^ 



:19S0» 

51 



Unfilled Positions 



2 8,6% 



1S,8%* 



65*6% 



'21.9% 



17.2% 



60. 




20.0% 



22. H 



57:9^ 





1955- 



I960- 
.61 



1965- 
66 



17,6% 




56.1% 



1970- 
71 



i 

27.81 



9.1% 



i 





1973- 
74 



Source I tone Crdwlax, ed>^ *^gdical Education In the United States: 
1973-74,*' JourhEl of the Americmi Medleal' Assoeiatio n^ 



Supplement January 197S>.p, 49, 
*Ineludes graduates of Canadian medicaid ichools. 
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FMG's./ 7 FMGH. howeveri ai^ not numerous in family medicine residencies. 
'•These residencies are generally new^programs . and their vacancy rate has been 
declining, . 

■ Two residency programs that are particularly heavily populated with-FMC's- 
are anesthesiology and pathology. Of the residency ^□sitlons filled these 
speciaUles. •34=55% had been filled by FMG's in 1973=74. It should be noted 
-that these are specialtiTes where the doctor usually does not deal directly 
: with the patient ani'thus is ,not;too badly handicapped by an , inadequate com= 
■mand of th^ Engfish language.. . ( 

The pe^antage of FMG's also varies greatly from one i type of hospital to 
! another a4 from one area of the country to another. In hospitals affiliated 
with me^^al schools. FMG's comprise 28%. of the residents, but in unaffiliated 
hospitals they comprise 59% of the residents.' The big city hospitals in New 
Jersey, New York, and Rhode Island are particularly dependent on FMG's to 
staff their residency programs: FMG's comprise 77% of all the residents in 
New( Jersey, 52% of the residents in New York, and 50% of thS^esHents in 



4 

Rhode Island* 



. -Foreign medical' graduates are pouring into the U.S. health system faster 
than graduates of U.S. medical schools. In the decade between 1964 and 1973, 
the number of FMG's admitted during the yeap as immigrants or exchange visi= 
tors climbed from 6,767 to 11,732. , During ^he same period, the .number gradu= 
ating each year from a U.S. medical school rose only from 7. 366 to .10.391. 



"'^ Crow ley 3 opp cit. j p. 4.9* 

2- ' * 
— 



^CTQWlev..- op. cit ,, p. 43. 

Aivi:1epartment of Health,. iduLtion, Welfare^^jJaUh ^eso^ 
stration. Foreign Medical Graduates and P hyBician >lanpowgr_in.^tne^unx_^ 
DHEW. Publication No. (HRA) 74-30, February 1974. p. 4. 



In sum, moT% foreign medical gyaduates entere d_fhe ^ountry I S^ 
doctors were produced by nur own medical schools , and of all t}^^ ^octc^^ ^j^^ 
acquired licences here in 1975, 44.5%. ware FMg»s1^ - 

..^ > An increaskngly large percentagip of the FMG's coming hetm from Xsia^ 

:InNi972, 70% of^ the fQ.te.ign physicians and surgeons admitted % ^mntrY 

as .^iimnigrants ^were froxn Asia; in 1966^ in contrasts Asians only ^i*' 

Most ..D^f these Asian doctors are from India, \the Philippines* ^ot^^. xy^e 

spurt in FMG's from Asia was stimulated by the Iiniftigration Act j96Sj 
which abolished th^ long-standing systeni of quotas based on ^^tj^jj^l ^tigi^. 

This Act also had the effect pf eridouraging FMG«i to come here ^ inunlgrant^ 
rather than exchange visitors. ^ . . 

The FMG* s 'flooding our internship and residency programs , changij^g 
the composition of our physician populations ^ot 

stay on in th is c ountry after compreting their ^raininj|. A pt'^^^j^fiary stu^/ 
.by Haug and Stevens found that 74% of FMG^s in the United Stat^^ ^jio w^y^-^^^^^^^^^^ ' 
interns and residents in 1963* were still in thii^^cbuntry in lS7^^-^^^^^ 
apparently permanent positions. As a.-consequence, the percen^^ of aii ^^t ' 
physicians, in and out of hospitals, that were trained in. f of ^edicai 
schools has grown rapidly r In 1963. li»2% of al l the Physicii^^^^^the 
country had b een trained in a medical school o utside of the ^^^^^^ Ca^rf^. 
by 1973'; this percentage had gromi to. 19^5% .^ This means that ^^^j,out the ^ 
FMG.«s, pur ratio of physicians par lOOVpOO population would n^t the l7i 
indicated in Exhibit IV-lg- it would be instead 13S LESS th^^ ^.^ ISSq/ 



%.S. Department of Commarce. Statistical Abstract 1974 > gjt. , TaBie^^ 

' ^U.SV Departmerit of Health, Education, and Welfare. ^ Forgi^)^,4eal -^Gm^ 
atas. . . , ^ilL^' P- 20. — ^--^^^^^^£2^^^-"^^7-^ ^ 

/ Rosemary Stevens j Louis Goodman, Stephen Mick, '^What Happens p'^feign ' - 
/ Trained Doctors Who Come to the Unit ed States?" I^^iryy Jl^jA* 

^American. Medical Association* Center £ot Health Services Rese^^^ ^nd Develops 
ment. Distrib utio n of Physicians in the U,S. ,^ 975 CChicago,/!^ >^ 19743 _ p/ 4 
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■" ■ Obviously ^ FMG's' are eililng ii/iportant gaps in our health care^st^^ 
Sta« mental hospitals and other chronic, care hospitals, county, hospitals, 
tuberculoslr sanitaria, and prison hospitals are largely staffed by foreign 
doctors. 1 The American Psychiatric Association found that 60% of the filled 
psychiatric positions in the, state mental hospitals it surveyed were held by 
foreign medrcal grad^tes,^ and in West Virginia ALL staff physicians in the 
five state mental hospitals and the one institution for the mentally retarded 



3 

are foreign medical graduates. 



. • The U.S. hospital system is dependent on . FMG 's not only to fill house 
staff positions (intems^and residents^ but. also to serve as full-time 
physician staff . In 1^70, not only 32% of all interns and residents but also 
30% of all full-time physician staff were FMG's. But FMG' s are not just 
manning our hospitals; they comprise 11% of our doctors in office-based prac», 
tlce. In 1970, of all the graduates of medical schools outside the U.S. and 
Canada. 29U% were interns, or residents, 18;lf w«e full-time physician staff , 
10 4% were in teaching, research, or administration, but. 36.7% were in office- 



4 

based practice. 



FMG's are filling: holes in our health care system, tut thfe^ are also..; 
unwittingly contributing to ' the geographic maldistribution of doc^tors . plaguing 
this country. In 1970. over 90% of the FMG's were in Standard Metropolitan 
Statistical Areas, = areas which, as a general. rule, are far betti^. supplied 
with doctors than our noh^metropolitan areas., in 1970 nearly 27jH of the FMG's 



S. Department of^^ali^ucation. an^ 'TS^eiyi^aLtf""' 

ates . . . ! oE,_cit,rf^^?^^!P^P" - Foreign Medical Graduate, 

Scientific AmcrTcan. February 1975. p. 18. , -j _ i , 

2u.s] Department of Health. Education. and.Welfare. ^, Voreipk Medical Gradu- 

ates'. . .. . op. "cjt^ . p. 7S\ I / t 

\icriard Lyons,, "Shortage of 30.000 Doctors Seen by Nat ib^^/. Institutes of 

Health. " New ..York Times , January, 13, 197,4. " > -Xi 

'j.n: Haug and B.C. Martin^ Foreipn Medical Graduates in trie United St at« > 
1970 CGhicaio, 111.: American Medical, Association, 197;),, p. 18. 
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^Ibid.. 'p\. 14, 



39a 



in thii country were in New York state, a state that has a physician to ■ 
population ratio that is S3%_higher than that of the country ab a whole/ 

A major concern about the flood of FMC^s coming-^nto this country is \ 
that many of them may not be fully qualified . A New England Journal of Medi- 
cine stiudy found that thousands of foreign-trained doctors are practicing 
medicine without licenses and often without supervision in many American 
hospitalS4r '> Although many, of these doctors were officially^ hired as laboratory 
technicians or assistants in various low- level job categories ^ they often ' 
assume responsibiiity for patient care withoiit. consulting licensed physicians/ 
Eveiv licensed FMG^s may not always be fully qualified, for, in a^esperate V 
effort to fill some of the gaps in- their ^physiclan^ supply^ a number of states, 
grant temporary licenses to imcertified doctors who; work in state hdspltals 
or in doctpr--poor areas* 

Many FMG's, providing patient care in our hospitals not only do not have 
a license; they have not even passed the qualifying examination, drawm up by 
the EducationaJ Council for Forei^ Medical Graduates (ECFMG) . Passing this 
examinatlonj more or less thf" equivalent of the ^National Boards American medi- 
cal . students . take. Is supposed to be a requisite for admission to an approved 
internship or residency program and is thus regarded as an indication that 
the FMG is coihpetent to provide patient care in a supervised setting. 
However, the average passing rate foi HMG^s taking a .single ECFMG exam is ^ 
only 39%. FMG^s Repeatedly retake the exam^ and 67% of all those who take ' 
It ultimately pass. Since the ECFMG is administered abroad as well as here, 



U.S. Department of Health/^ Education, and Welfare. , Foreign, Medical Gradu- 
ates. _op. citj^ . p. 3^. : / ' . 

Robert Weiss, Joel. |leinman, Ursula Brandt, Jacob Foldman, and Aims HcGuiness , ^ 
■-Foreign Medical Graduates and the Medical Underground^" Ne^ England JouCTial 
of Medicine , June 20, 1974, pp. 1408-1413, . 

Weiss, et al*, op . clt^ , p. 1408 » 
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it Would be reassuring to ,fhink that the failures were all FMG>s not yet ■ 
working in this country. . However,: an ECFMG survey, of FMG's takin,g the ejf'imi- 
wtion In this country in January 1973 found; that the pass rate was only 
1B% for FMG 's already working in the health field here. . , ' 

Some ef the failures are, of course, due to problems with the English ■ 
language and perhaps also 'to unfainiliarity with our testing, methods 
But it is disconcerting to think that eleven states permit the hiring of 
non-ECFMG-certified doctors irt state mental hospitals, where a doctor, by 
all rights, 'should be , competent both in medicine and in the langufige of his 
patients. And almost all states use. In a variety of rolfs, ECFMG-^:ertified 
physiicians who do not have permanent licenses an^ who thus Mve nor con^^idert-d- 
qualified Co provide patient care without supervision. And even FMG's _ 
who obtain licenses may. do so on the basis of inadequata residency training, 
^fbr 20% of FMG residents here are in programs which are not under the super- 
..wis.ion of a medical school and where, few of their fellow residents are pro- 
ducts of an American medical education,^ There is also concern that the 
ECFMG examination or any sing le' test - is not an adequate measure of a 
physician's competence, ■ _ 

■ These statistics are not quite so alaftiing as they seem at first glance, 
for many factors beside competence appear to enter into an FMG's ability to, 
acquife a license. "For example, one finds a strong correlation between the 
.type of visa a foreign, medical graduate holds and his ability to obtain a 
license. People who had become '11. citizens through^the naturalization 
process were licensed at the same rate as American medical graduates, , 




p. 1412. 

.^Crowley, opV cit., p. 40 
4 



of Importing Physicians 
Journal of Medicine, June ?.7,^ 1974, p. 1456. 
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/immigrapti physicians at a slightly lower rate, and exchange visitors at the 
lowest 'rat6,' \ There- ;is no a priori reason related to competence why these= 
^differentials s^hould exist TTiere are also wide variations among the 
, states in \the percentage of FMG*s who pass the licensure examinations* 

Between. 1967 and 1972>. 93% o£ the FMG*s applying passed the licensure exami- . 

\ * ■ ' ' 2 - " 

nation in Iowa, but only 49% passed in Indiana. Although soma. of these 

variations may be due to lower standards in states with a doctor shortage', 
^ other f act ora clearly play a role. Iowa and* Indiana^ which have such dif- 
ferent licensjre rates , have rouehly the same physician to pppulation ratios/ 
Hiese various statistics raise the possibility that some of the unlicensed 
FMG's may, in fact^ be competent doctors. It also should be pointed. out that 
a survey by the American Medical Association found that 66% of F^'s serving 
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as residents or interns here in 1963 had obtained licenses by 19?l^^ 

Not only do many FMG^s evfentuaily acquire a license, some even go on 
and become certified' as a specialist. As. of 1970, 16% of the FMG*s here had 
been certified by one of the U.S. 'specialty boards., Tliis is much lower than 
the 41% of American medical graduates who had been certified, but the compari= 
son is not entirely fair since such' a large proportion of FMG*s ara Estill 
interns or residents and thus, under most circumstances, would not be eligible 
for^spdcialty/ board certification. HoweVers in all the specialty '^oard 
examinations^given in 1972, the failure rate for FMG's Was 63%, whereas the 
rate for graduates of IJiS. medical schools was 27%.^ , ' 



U.S* Department of Healthy Education, and Welfare..., P^oreigTi Med_ical 



^Stephen S* Mick, "The Foreign Medical Graduate,"' Scientific American ^ Feb- 
ruary* 1975, pp. 19-20. ' ' : 

^U.S. Department of Hea 
Graduates i . ^ , op , c 1 1 . , p. 43. 

^Mick, pp.. cit . . p. 19. 

^ Ibid. , p". 47, 

^U.S. Deparment of Health, .Fducation, ^'nd Welfare..., F ore i jn^ Me d i cal G radU''- 
ates. . . , op. cit. ., pp. 47-4S, -'^ |. 
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C:. ■■ ^^^^^ The requirenients for specialty board eextlfication include completion 
:^''Q£\an approved internship and residency, progrm, written and oral exmina- 
- '^^iions, md va^ing years of practice. The total time required between 
I :midical school graduation and specialty board certification has been cut in 
Vv iS^eht years roughly from twelve to six years. In 1974 there were twenty; 
■ s^cialty boards and five sub'Specialty boards under the Alne^^^Jan Board of 
. Am^ican Specialties.^ A physician need not be certified by; a specialty 
board in order to practice a specialty, but the specialty boards have played 
aniimportant role in raising the quality of medical care in this country. 
; . Specialty hMrd certification, however, is np assurappa that an FMG 

has the conunand of the English language required for patient care. And even 
' those who masfeiv the language not have sufficient- understanding of pur 
coltura and our mores to deal well with patients.^ C^d to think that^a 
>V ' fourth of our psychiatrists are' products ^of foreign medical schbols I) 

4 Another concern abojut PMG's mS the fact that so many of them come froni 

: ; . less developed natldns already suffering from a physjclan shortage.. Hovever, 
; - these .scouhtries;. often io not have a- heal^Jv: system that offers a good incoin| 
: or a practice that is considered desirable to many ofljthe doctors so expen- . 
siyely eduiated by their native land. As in the U.S. , doetors in less 
,. developed cbmitrles are eager to provide ^ecialty care In urban areas, and 
facilities . for such a practice are limited. 

' There is ialso resBntment in this country about the number of FMG.'s - 
manning our health care system when so many Americans are not able . to get 
inlo'a/medical schooi.'and thus cannot become ellgiMe to man the health 
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^Bdith Levitt. Melvin Sabshin, and Barber Mueller, "Trends in Graduate 
Medical Educatlbn and Specialty Certification," New England Journal of 
Medicine , March 19,74 > pp. 545-549. - , ^ 

^Florence Wilson and Duncan Neufiauser, Health Services in the United States 
(Cambridge, Mass. : Ballinger ; , : 

^ick. op. cii.' , p. 14. I , 



system themselyes* Something does seem Miss when the prosperous United 
States cannot train enough of its pwn citizens to staff its hospitals. But 
how many U*S, medical graduates are ever likely to be eager to work in Sk 
dreary state mental hospital? / Would any U*S* medical graduates be willing to 
work for less' than $10*000 a Aear as. many uncertified FMG's do?^ Already the 
ratio of physicians to general population is higher in the United States than 
in either the United Kingdom or Sweden*" Our problem thus may be ^s much the 
distribution as th^ supply of native physicians. ^ . * 

One proposal to cope, with the apparent disjointedness In the U*S* physi- 
cian supply is to reduce the niffliber of residency positions in hospitals to. 
match more closely the number of students graduatihg from U.S, medical, schools 
The Association of American Medical Schools made such a proposal, in April 
1974> and in February 197S Representative Paul Rogeis of Florida Introduced 

a bill that would/limit, the number of resTdenci'tf^^ of the nuanber of 

' " " % ^ ' -v-.' ^ ■■ ^ . 't ■ ■ 

medical school graduates each year. ' -T^^ biM seems/to overlook that fact 

that most newly minted doctors do several years of residency before embarking 

on practice,., but residency positions cpu^d certaiiily be} brought closer in 

line with the output of U.S. medical schools, the hospitals now relying on 

the labor of residents (and enjoying the prestije of having a residency pro- 

gram) ^ may /not, however, be enthusiastic about such % prospect.' And cutting 

back on /residency programs would presumably not reduce the number of FMG's 

on hospitals! full-time physician staff s^and might reduce BiG's opportunities 

to obtain proper training before taking such ^pdiitipns. TTie principal, 

reaso n for the flood of FMG's is the miBmatch betweemour supply of native 

ph^^sicians and our medical needs. Eliminating FMG's will not eliminate 

the mismatch ; it might just mean that patients Jndw cared for by unqualified 

FMG's would receive no medical care at all* 




p, 1457. 

^Barry Stimmel, '*The Congress and Health Manpower: A Legislative Morass,*' 
TTie New E ngland J ouriial of Medicine , July lO, 1975, p. 69. 

^»*Educators Still Fear U.S* Controls,'* American Medical News , February 10, 
1975, quoted in Medical Care Review , March 1975, p. T72l. 
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DISTRIBUTION OF PHYSICIAMS BY ACTIVITY 

• As physicians, in U.S. have grown In number, their di'^tribution among 
the different types of professional activity has changed somewhat. (See 
Exhibit IV-22. ) The mos t strikin g change is the^4^cli'ne in the percentage of 
physicians in offica-bMeri^yACtica : Such physicians comprised 68.6% of the 
total in 1963* but only 59.6% a decade later. The. percentage of physicians In 
all t>^es of patient care fell, too, but this drop Was less steep since the. 
decline in office -based physicians was compensated in ^part by the larger 
percentage in hospital -based practice. Surprisingly enough ^ the biggest 
growth among the hospital physicians was not^among full-time physician Ftaff 
but amohg residents p ■ 

One interesting thing about. the full-time physician positions in hospitals 
is that they tend to attract yoimger men. In 1967| of the doctors who had 
.earned their degrees in 1955-59j 17.8% were on a hospital's full-time ^physi- 
cian staffs while only 9.9% of:the 1945-S9 graduates were working full-time 
on a hospital staff p . ^hu^> the growing emphasis dri hospital rather than Jj 
office-based practice Is particularly marked among younger. doctors, // 

The percentage of doctors in research more than doubled between 1963 and' 
1973, but almost all this growth occurred before 1970, Obviously, the ij 
government's recent shift in emiphasis from research to the provision of cara^ 
has been reflected in the distribution of physicians. /As the administratlpn^ 
of our health care system has grown more complex, the, percentage of doctors 
in administration h^s grown substantially. In sianj the professional activities 
of physicians have undargpnp considerable change in the last deciSde or two. 



THE UNDERSUPPLY OF PRIMARY CARE DOCTORS. 

\. The growing complexity ufwmedical technology and /bur health system^s 
obsession with that__complexity has fostered increasing^ specialization among 
doctors . As .a consequence, doctors in general practice have shrunk not only 

^ ' ' v. ■ '■ ; > ■;/ , 

^American. Medical Associationi Center. for Health Services Research and Develops 
ment. Selected Char a cteristics of the Physician Population, 1965 arid 1967 ^- ^ 
(Chicago, 111.:, 196S), pp. IS,. 158,. ^ : 



405 



. ishibit mi 

DiiTRiiimoN OF FHysiciAHs w ACTivnY: iiiicri& im m^m 







^ iwo 


, 1S7I ' 


19 




PhysiciAn Aetivlty 






nUEBliT 






Htmi ■■ 
q| TflUi 






Tstil 

Pitifnt Cifi = 


161,711 


loo.gl . 


511,243, 




313 J5D^ 


t ■ 


|3S,Ili_ 


mot: 










292|21Q 


87 7li 


J9S,2i^ 














MM 


60,4 « 


161^431 


i 


Interns 






11,449 


J?.? 
3,7 


ll,4§a 


- i 

27.3. 
3.4 


93,112 
Ii*iS3 


17.7 


Phyiidan Stiff 


21; «i 


MA 
III 




di 
iiJ 


3T.3I7 


Hi 


46,299 
Ili57fi 


\iJ 






ill 


i.sii 


Li 


1,634 


1,7 


§.i§3 






3JSS 






IJ 


' 9,210 = 


' 2.S 


;n,9i9 ' 


i 


Adiiniitfatkn 








3.P 


lli074 


. 3J 


S,332 


2J 








lis . 


0,1 


liM 


0.1 
3,7 


2,631 ' 
13,744_ 


4.1 



Ssu«iii 'tosVi™ HfdiCil Aii«iiUpn> Pl5tTliMtio» sf Ptoiriiflj in thi UnU^ Sm fsJ^ (ChkMo. lU.^ J971). p.l, 

Csmt^ (Chisa|6, lU.i iSfS), p. 31, , . . ] V, ,r * i V 

Nyies Theii dit* da n§t Inelude phyilelWI iihu KB iiuiyuyt bf wIbss imm^ is ynkiwMi. 
is i Nat. Appliisbh, ' ■ ' ' . , '' "/ 



^ a percentage of the total but also iii absoluteV numbers. As can be seen 
in Exhibit IV- 23, the niimbef of non^federal genera^l practitioners (GP^b) 
in the United States fell from 70,405 In 1963to 5f,6S3 in 1973, Jhis-meant 
that doctors in general practice declined from 28% of all non-federal doc= 
tors in 1963 to 17% in 1973, Even among physicians in office-based prac- 
tice^ the percentage of CP's has declined precipitously, as can be seen in. 
Esdiibit IV- 24. The percentage bf CP's is even lower; in urban areas, for 
nearly a third of our remaining GP- s are practicing in non-metropolitan 
comiriunities * In such communities, CP's comprise 44% of the few doctors 
still providing office-based care..^ ■ ' 

Our primary care physicians have not shrunk quite as much as the ■ 
statistics on CP's would indicate, for today thare are certain types of 
specialists that focus on primary care^ internists, pediatricians, 
specialists in obstetrics and gynecologyj and pt*actiti oners of "family 
medicineJ" The latter is a new specialty, which is concerned not Just 
with providing primary care but with providing that care to the family 
as a unit, recognising the impact of the family as a whole on the physical 
and mental health of individual members. The family practitioner is 
modern medicine's replacement for the traditional GP. 

However; "even if one adds to. the CP's these other primapy care pro-^ 
viders, only 47% of U.S* doctors are focusing on primary care* In con- 
trast, in U.S. prepaid group practices j the percentage of primary care 
doctors is 69%, and in the British National Health Service the'^figure is 
74%, Not only. are primary care providers underrepresented in our health ^ 
care system, but th§re is eve^ prospect that ^this underrepresentation 
will grow worse rather than bettetr While 47% of all U,S, physicians 
are now in primary care, only 37% of physicians now- in the residency 
training are in primary care .specialties. In the United States today the 



"toerican Medical Assoclation,/Center for Health Services" Research and Devel 
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Sgurcest.. 0*D./-DickerBoni Health Insurance fHomewoad — Illrj — Richard D. Irwirf, 

Inc., 196S), p. 77. . - . 

U.S. Department- of Healthi Education, and Welfare, Office of Che 
Assistant Secretary for Planning and Evaluation, Healer, Education 
and Welfare Trends, 1966-67 EditiQn CWashington, D.C*i U.S.r " 
Government Printing Office7,~19683 , , p, S-48.' 

*uii©rican Medical Aisociation, Center for Health Survicqs Research ' 
and Developnient, Distribution o_f Physlcijins in the U^S^ , 1973 (Chicago, - 
1974), p. 76T" ' 

Note; These if igures differ from those in Exhibit IV-23 because figures refer 

to all non«fed©ral physicians and figures refer only to those in 
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pTlmary physician ratio is 60 per 100,000 populationj but a study by Schon= 
feld' and others at Yale University estimates that a pritnary physician ratio 
of 133 per 100/000 population is necessary to provide adequate primary care*^ 

The U.S. health system Is clearl^ undersupplied with primary care pro- 
viders ^ but it may be oversupplied with surgeons. While 24% of bur doctors 
are surgeons J U*S. prepaid group practices find It necessary to have only 
20% of their physicians be surgeons^ and in Britain only 8% of physicians 
are surgeons. There is a suspicion that the abundance of surgeons in our 
health system is a major reas6n that the U.S* population as a whole under- 
goes twice as much surgery as the British population or as members of 

2 

U.S. prepaid group ^practlces. 

The U.S. health care systehi is increasingly staffed not just by 

specialists focusing on secondary care but by superspecialists focuslng^ 

on tertiary care* Before 1972^ subspecialty certificates j awarded in four' 

areas by the^^ American Board of Internal Medicine ^ represented 11% of the . 

' general certificates awarded; by 1972 this figure increased to 37% of 

3 

general certificates j and awards were in eight subspecialty areas* i 

Many incentives against practicing primary care are built into our 
health care system . Specialization^ not primary care'j is the road to 
power, prestigej and wealth*' "Primary care physicians earn less money, 
and work longer and more irregular hours than specialistSj'* reported Dr* 
Burwell of the Harvard Medical School; at an AMA Primary Care Institute. 
"Specialists tend to dominate medical j societies and the boards of in- 
surance firms; as a results many of the primary care physician's ser- , 
vices are not even covered by health insurance* Dr. Bprwell also criticized 

^"Health Services," Congressional Record 120:H3270, April 25, 1974, quoted 
in Medical Care Rev^i_gW i May 1974, p, :561. - ^ 

^Ibid, ^ ^ \ , ' 



the quality of primary care teaching in medical centers," The medical 
schools providing leadership in the health field tend to focus on secondary 
and tertiary care* and the faculty's enthusiasm for this level of care, not • 
unnaturally. Infects the students. TTie growing complexity of medicine also 
makes it more difficult to provide good primary care. How much of the rapidly 
multiplying store of medical knowledge should be mastered by a competent 
primary care practitioner? 

Our whole health system operaties under quite a different medical philo- 
sophy than that found in England, where primary care is emphasized* U.S. 
doctors tend to fire an e!?cpensive broadside of tests at the patient to rule 
out every diagnostic ppssibility, rather than*the careful choice of a few 
tests to prove or disprove the particular diapiosis that seems most, likely. 
The American physician also tends to apply more heroic and more vigorous 
treatment than his British counterpart*" Some of the difference^ innttWdical 
philosophy is due to American physicians' far greater problems with mal- 
practice suits, but some is a reflection of the U,S. health system's 
fascination with the new medical technology, particularly the more expensive 
aspects of it. We have become so obsessed with our elaborate machinery mhat 
we tend to overlook the simpler physical and emotional needs of the patient.' 

Although the blossoming of specialists is one reason for the striking 
advances in medicine in recent decades, the consumer has paid a price fpr the 
increasingly sophisticated care available to hip^-^e has . lost his '-medical 
friend", a role more readily assumed by a GP or a famly practitioner than by 
most specialists. The primary care generalist has th^e advantages over a 
specialist f , 

# He can treat a patient as a whole person, not just a wheezing lung 
— or- a|i-=unre liable heart , He can integrate medical care so that 
. treatment for one malady does not aggravate another. ■ 



*'There Are Plenty of Incentives Against Practicing Primary Care,** ^erican 
Medical News ,' January 27, 1975, quoted in Medical Care Review , February 1975, 
p.; 142, " ■ ^ ■ . [ ~ . ' ^ 

"Charles Janeway, "Ftaily' Medicine=-Fad or for Real." New England Journal of 
Medicine, August ;1S, 1974, p. 339. _ . ' 
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If he treats the patient's family, he can consider the family's 
medical and psychological problems in treating the individual. 

He can treat the patient for the less complex medical problems 
that comprise the great majority of patients' complaints , and he 
may be more likely than the specialist to recommend simpier remedies 
He can also reassure the patient about maladies which trigger 
symptoms worrisome to the patient but which in-fact do not require 
any real medical treatment . In short, the primary care generalist 
can help the patient distinguish between serious and less serious 
ailments. And, by emphasising primary care, the non-specialist may 
reduce the patient* s health care costs. 

When the need for a specialist is indicated, the primary , care doctor 
can give the patient guidance about exactly what kind of specialist 
ha requires and can suggest some naines to the patient. 
The primary care doctor can resume care of the patient when the j 
specialist's treatment has been completed, when t^ 

is for overall medical care that encompasses his diverse medical, needs 
The GP or family practitioner can guide the pktient through the comj 
plexities of our health care system/ can stler him to a specialist,^ 
to a hospital, or to a nursing home as the changing situation requifres 
Knowing the whole individual and his family ,the GP or family 
practitioner can sometimes prov^ide wiser counsel than a specialist^ 

The GP^r family practitioner is V^re liiCely to^be" 
preventive care and continuing care, areas generally. neglected | 
by specialists- \ 
Tlie GP or family practitioner is more likely to be concerned abo 
the patient's psychological needs and to be more perceptive abou 
any psychological element in his .medical problems*^ He is betteri 
able to look beyond diagnosis of disease to evaluation of the 1 
patient * ; 
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^Janeway, op. git. , p. 340, 
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9 GP's and family praotitioners are less likely than specialists 
to pressure hospitals to add expensive equipment. ^ 

Efforts are now being made to give CTeatar emphasis in our health c afe 
i^vstem to pe neral nrimarv ca re. As was indicated in Chapter 11, the govern- 
ment is giving mediaal schools financial incentives to train more primary 
care doctors and awarding grants to teaching hospitals for family practice 
residency programs. Medical schools are instituting courses in family 
medicine, and approved family practice residency programi in hospitals .grew 
from 62 in 1970 to 219 in 1974.^ Some questions,, however, have beep, raised; 
about the residency programs , Generally located in smaller cities arid 
communities, the programs may not be receiving sufficient medical school 
guidance and supervision. The quality of ^ the programs may also be impaired 
by their rapid growth and by uncertainty about what family medicine should 
iriclude,^ These programs initially attracted few aspiring doctors, but 20% 
of the medical school graduating class applied for family practice training 
in 1974.^ Another trend that may Improve primary care is the effort of 
hospitals to reorganize and expand their outpatient departments, and the return 
of some hospitals to their earlier practice of giving residents extensive; 
experience in dealing with outpatients. - 

When these new doctors beginto set, up practice, there may in time be 
less of a discrepancy between our primary care needs and the care provided 
by our health delivery system. There may even be lower hospitalization rates, 
for greater use of primary care doctors appears to lower hospitalization. 



^Stimmel, op. cit. , p. 72.^ ^ 

^Robert Petersdorf, "Internal Medicine and Family Practice,'\New England 
Journal of Medicine , August 14, 1975, pp, 326^332. ''^ = ; 

^Stimmel, op., cit. ; p. 72; 

Martin Feldstein, "Hospital Coist Inflation: A Study of Non-Profit Price 
Dynamics." ' American Economic Review , December 1971, pp. 870-871. 
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If National Health Insurance is instituted with good coverage for primary 
care, some of the financial disincentives to provide primary care may be 
removed, as may some of the incentives for excessive reliance on .hospitaliza- 
tion. In sum, any shift in the thrust of medical' care may w.ell have reper- 
cussions on our hospitals -- and on our health care costs. But' it will bo a 
•long, slow process to change the a^ttitudes and the priorities of the medical 
profession as ^a whole. Our specialists providing secondary and tertiary care 
have no difficulty attracting patients and earning' large incomes, so they have 
no reason to find fault with our existing health care delivery system. 

GEOGRAPHIC MALDlSTRIBUriON OF FWSICIANS ".. . 

The shortage of primary care physicians Is matched by the severe shortage 
of doctors of, any kind in rural areas and in our congested cen tral cities. 
Physicians tend to locate in prosperous medium-sized cities and in suburbs 
of the big cities, and the rest of the country is left with inadequate medical 
attention. Of the 311.342 active non-federal physicians in ,1973, nearly 87% 
were located In metropolitan areas, while only about 75% of the population 
lived in such areas. (See Exhibit IV-2S.) As a result, while, there were 
about 172 physicians per 100,000 population in metropolitan areas, there were 
only 79 doctors per 100,000 population in non-metropolitan areas. Furthermore, 
the large nLmber of doctors in our urban areas are not distributed evenly:, 
Urban physicians ter ; to cluster in. the wealthier districts, le&ving very few 
toxprovide medical care In the ghettos. In Chicago, for example, poverty areas 
have a ratioof 26 physicians per 100,000 population, while affluent areas of 
the city have 210 physicians per 100,000 population, a variation of more than 
800%.^ Similarly, doctors tend to flock to our wealthier, states: Now York 
state, for example, has about 244 non-federal physicians per 100,000 population, 
while Mississippi has only about a third that number. 



^■'Hpalth Services!" Congressional Record 120:H3270, April 2S, 1974. quoted In 
Medical Care Review , Nfay 1974, p. S60, 

^American Medical Association.. . , Distribution of Physicians. ..1973, op. cit. 
pp;. 20.21. ■ ■ \.. , .. . 
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Exhibit lV-25 

'distribution of NOR-FEDERAL physicians, by LOCATION: 1973 





Total 


Metropolitan Areas^ 


Non-Metropol itan 
Areas 




(100. 0%) _ 


Number 


Percent 


Number 


Percent 


Active non- federal physicians , 
as of December 31, 1973 


311 ,342 


270,022 ' 


86.7% 


41,320 


13 . 3% 


U.S. resident population (000) 
as of December 31, 1972 


209,448 


156,922 


74.9 


52,526 


2Sil 


Physicians/100,000 population 


148. 6 


172.1 




78*7 





Source: American Medical Association, Center for Health Services Research 
and Development, Distribution of Physicians in the U.S., 1973 
(Chicago, 111.^^ 1974), pp. 15-16, 



Note: - - Not Applicable. 

^Includes 252 SMSA's^ (Standard Metropolitan Statistical Areas) and 43 
"potential" SMSA*s as defined by the U.S. Census Bureau. 
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Areas such as Mississippi are clearly inadequately served by physicians, 
but the affluent areas of New York^ City, with 250 physicians per 100.000 
population, have far \ore than the 154-167 ratio of physicians to population 
thought to be necessary- for good heajth c^re.^ Yet the doctors clustered 
in our prosperous areas have an, abundance of patients and thus no incentive 
to move 'elsewhere. , 

As Indicated in Chapter II. the federal government has undertaken two 
programs to remedy the geographic maldistribution of doctors in this country: 
the National Health Service Corps, which pays the salaries of physicians 
willing to work in doctor-short areas;"and cancellation of up to 85% of a 
medical student's loans if he works for three years In a shortage area. • 

Less direct methods of tackling the problem are also being tried. Some 
^ state medical schools are being expanded In hopes of creating doctors tb ^ 
serve in the state's doctor-poor areas, but, . unfortunately, .^he nSw doctors, 
trained at great cost, tend to gravitate to other states already well supplied 
with physicians.- Another approach is to recruit more medical students from 
small towns and rural areas because some studies have found that these stu= 
dents are more likely^ tn return to such. areas to practice., An AMA survey 
in 1970. for example, found that 49% of the physicians raised in small towns 
were practicing in communities of 2.500 or less, and an equal percentage 
of doctors raised in hon-metropolitan communities of 25,000 or more were 



Wc Ulonde, A New Pflr5peci -4>^>' the Health of Canadians (Ottawa: 
Government of Canada. April 1974), p. 29. 

■^see "Government Financing of Medical Education" in Chapter 11. 

3james Cooper. Karen Heald, Michaer Samuels, Sinclair Coleman. "Rur^^^^ 
Urban Practice: Factors Influencing the Location Decision of Primary C 
Physicians . " Inquiry . March 197S. pp. 18-25. , 
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practicing in cities of that size. An additional advantage of increasing the 
enrollment of medical students from non-metropolitan areas is that such 
students have been found more likely to enter general practice and to express 

2 : 

greater interest in the interpersonal aspects of patient care. Because of 
such findings, the University bf Florida in 1973 initiated a special family 
practitioner training program* drawing its students exclusively from small 
tovms, rural areas, and inner city areas. The federal government's efforts to 
increase minority enroriment in U.S, medical schools are inspired, in part, 
by the hope that a substantial percentage of such students will return to 
practice in the urban ghettos, Indian reservations, and impoverished rural 
areas from whence they ciime. ' There is some doubt* however* about the effec- 
tivehess of such efforts in changing the gepgraphic distribution of physicians . 

In addition to recruiting students from doctor'Short areas, efforts are 
sometimes made to reverse the process, that is, to provide some portion of ^ 
prospective doctors ^ training in inadequately served areas. The hope of 
such *'remote-sitp training'* programs is. to inculcate in students a desire ^ to 
return to practice in a similar location, T^e difficulty'with this concept is 
that the inadequately served areas don't have enough physicians to provide proper 
supervision to the medical students or residents sent there, and trainees are 
likely to find the experience discouraging rather than inspiring. 

^'*tliG Physician Scholarship Program,*' Congressional Record 120:55303, April 
5, ,1974, quoted in Medical Care Review , May 1974, p. 573* 

^U,S* Department of Health, Education* and Welfare, Health Resources Admini- 
stration, Factors Influencing Practice Location of Professional Health 
- Manpower, DHEW Publicationr~No. CHRAy75-5, July 1974, p, 28, 

^Ibid. ^ 

Rashi Fein, ''On Achieving Access and Equity in Health Carej" Milbank 
Meniorial Fund Quarterly , October 1972i p. 182, 

Stimmel^ op, cit , , p. 70, 
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To date these various programs have done little to alter the geographic 
maldistribution of physicians in this country. Indeed, the problem has grown 
worse in the last decade* In Kansas, for examplej 50 of the 105 counties 
lost physiciOTS between 1963 and 1970, and the trend Is likely to accelerate 
since in 20 coimties Mre than 50% of the/ physicians a:re over 60 years of 
age. The niraber of doctors in inner cities is also decreasing* In Chicago, 
for example, the private office-based physician ratio in the inner city fell- 
from 111 per 100,000 population in 1950 to J5 per 100,000 population in 
1970, while the ratio in the subi^bs rose from 95 to 123 during that period. 
As indicated in Chapter II, the gpvernment//S Medicare and Medicaid programs 
have actually helped increase the concentration of |octors in our wealthier 
areas by making it possible for ever larger numbers of doctors to earn a 
high income in areas already rich in doctors. National. Health Insurance • 
might have the same effect, although it would make it economically feasible 
for a doctor to practice in a rural area or a ghetto where few patients now 
-can afford to, pay for medical services, 

TTie problem of getting physicians out to the coimtryside is not peculiar 
to the United States, Even Conmiunis4 coimtries have difficulty attracting 
physicians from the cities to the provinces. One possible remedy is^^^ator 
Kennedy's proposal that all physic^Ms be required to serve for a period in 
government-assigned areas. Such a national service requirement would be 
less discriminatory than the existing loan forgiveness program, which provides 
a greater incentive to financially needy students than to wealthier students 
using few loans to get through medical school*'" Another possibility Is tax 
abatements and other economic ' incentives given to physicians who practice in 
underserved locations. The HMO law is doing this *to some extent, by providing^' 
seed money to establish HMO's in rural areas, (See Chapter III,) 

But the financial inducements to practice in remote areas will have to be 
large, for physicians gravitate to prosperous middle-size towns and suburbs. 



"health Services," opV tit. , p, 560. 
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not only because of th© high incomes they can earn there, but also because 
such areas off er( good schools, Jlow crime rates, cultural opportunities, 
and attractive Recreational facilities. Professional opportunities also 
affect a 'doctor U choice of location i Specialists in particular are attracted 
to areas offering well equipped hospitals, extensive contract with other physi- 
pians, and often at least indirect contact with a medical school to help the 
doctor keep in touch with new developments in medicine.^ And the subspecialties 
drawing a growing number of doctors can usually only be practiced in areas 
with a reasonably large population. Thus, the increasing speciaUaation of 
doctors is cohfributing to their '^geographic maldistribution. But so, tooj 
is the doctor's quite understandable quest for the Good Life. The pHysician 
Cmay be pledged to serve humanity, but, after the interminable grind of medical 
school and residency training, he wants to serve humanity in a comfortable ' ^ 
setting and to earn an income that will compensate- for all the impoverishment 
qf his training years. 

THE roeTOR SHORTAGE 

Al th ough the United States has a higher physician to population ratio 

^ — ^ — " " . = ' 

than either the United Kingdom or Sweden," the uneven geograph ic distribution 

of physicians, and the decline of primary care practitibners have made it 

ihcreasingly difficult for some sectors of. the population to obtain the 

medical attention they need and want . Aggravating the problem is the fact 

that the demand for doctors' services is growing. As the population becomes 

better educated, it becomes more aware of what medical care can accomplish 

and is quicker to seek medical attention. As the popula>4#Q becomes wealthier, 

it can, afford more medical care. As It becomes older, it neea^ more mediGal 

care. Tlius, the changing uharacteristics of our population areWtimulating 



^U,S, Department of Health, Education, and Welfare. Factors Influencing . 
op > c i tj , 

2 ■ . " ■ - ' 

Stimmel, op. cit. , p. 69. - 
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the demand for doctors. And if any National Health Insurance scheme should 
be instituted, it would niake medical care economically feasible for ma^y who 
today ca;nnot afford it. . V . / 

But, unlike other areas of the economy » the growing demand for medical 
services is not readily translated into a matching increase in the supply 
because "the physician can control his market to a substantial degree, admini- 
stering price/ quantity, and quality.*.. The physician does not have complete 
control (or freedom), but he does have sufficient control to affect the, ^ 
market so that the signals it would nomally send regarding shortage and . 
oversupply are missing..., [The geographic maldistribution of physicians and 
the inadequate supply of primary care practitioners] are the outcome of 
a process that permits the physician to detemine\the allocation of resources 
(his as well as much of the health sector] without the constraints set by 
normal requirements of meeting consumer demand (which he can influence) or 
government regulation (which is^^.wett at best and often absent)."^ In our topsy- 
turvy medical, world,^ supply creates demand, and not yice versa. So an over- \| 
supply of certain types of physicians inX some areas just stiTnulates the demand 
for medical- cares and the physician shortage in other areas simply dampens _ . 
demand. \ 

Vhe mismatch bel">*^un our physician supply and our medical needs is thus' 
not liksly CO -enedied simply by waiting for the system tq^iet itself back 
into balances As indicated ^earlier, the government has attempted to step into 
the brtv^^^i -^ttb n number of programs to increase; the supply of doctors and-to 
steer nc»-e <^^7tors into primary care, and into underserved areas. Another means 
of tackiing the doctor shortage is to make our existing physician supply stretch 
farther by two methods t using "physician assistants", and other allied health 
,personnel to relieve doctors of some of their simpler chores; and expanding 
group medical practicrn hopes of enabling doctors to care for patients more 
efficiently. Both app>6siches also offer some potential for improving the pro- 
vision of medical care an*i pwhaps even alleviating some of the .escalation In 
health care, costs. 



^Rashi Fein, "On Achieving Access and Equity in Health Care," Milbank Memorial 
Fund Quarterly , October 1972, pp. 176, 178=179, and 181, 
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PHYSICIAN ASSlSTAhfTS , 

One attempt, to alleviate the apparent doctor shortage is the deAfelopment 
of a new group of health workers to take over from physicians some of the more 
routine aspects of medical care. Generally called^ -*physi ci an as^iis tan ts" 
or ^'nurse practitioners" y these specially trained paraprofessionals can assist 
either in the provision of primary care or in the provision of certain types of 
specialty care* Some, for example j serve as nurse raidwives, assisting obste- 
tricians and gynecologists; some are. pediatric nurse practitioners or child 
Vhealth associates; some are orthopedic physician assistants or urological 
assistants or surgeon's assistants or pathology assistants or mental health ^ 
technicians or ophthalmic assistants. - 

\ Some physician assistants' are helping physicians working in rural areas 
or uiban ghettos* For e^amplej the Medex program ^ which provides three or four 
monthsx of intensive university, training to former military medical corps'men, 
dispatches its trainees to serve an internship with a physician, usually in a 
rural area, who agrees in advance to hire the Medex at an annual salary of 
$8t000-$12=,000 once his year of internships is over. Begun at the University of 
Washington In Seattle in 1970, this program by 1975 had been established in 
New Hampshire', Utah, California, Alabama, and North Dakota. The unique 
featu^ of this program is that no one can be trained unless a physician has . 
promised to hire him* ^ Working closely with, the physicians that hire them, 
nearly 70^6 of Medex assistants-.are helping in^ underserved areas. ■ One study 
found that a physician assistant can increase by 75%. the number of patients a 
doctor can care for without reducing the quality of care. / 



Lawrence Constance Nolan and George Nolan,- "Status of the New Health Care 
Providers: The Physician's Assistants," Medical Care Review , February 1975, 
p. 434. "\ 

""Physician* s Assistant Jury Still Out," American Medical News , January 27, 1975, 
quoted in Medical Care -Review , February 1975, p* 144, 

^Carroll Cihlar, "Stephen L. Joyner, P.A,," Hospitals , June 1, 1975 p, 54. 
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i Somatimes the physiciaii assistants working In rural areas have only 
limited supervision. For example, the University of Mexico trained a nurse 
V to provide medical care to a village without a doctor, A team of six Albu- 
\querque physicians 60 miles away review her patient charts and can be consulttd 
by phone, but the nurse practitioner reports that she rarely needs the six / 
\ doctors' advice.^ Physician assistants working in impoverished urban areas 
' also, may work with only limited supervision by physicians. One Tuscon^ 
Arizona neighborhood health center, for example, has four nurse practitioners 



ides the only 
2 



taking the place of two or three physiciaiTs. The center prov: 
medical care received by some of the poor in this Mexican-tocirican slum. 
The physician assistants md nurse pra^itloners working in urban slums 
or rural areas with only limited supervision are clearly meening a great medi- 
cal_need, but there is concern about the use of physician asisistants in this 
^^^anner^ for people who probably need more and better medical c^are than a phys^- ^ 
^cian assistant can provide on his own. Our health care system may just.be 
moving from providing no care for the poot to providing second class care. 

Most physician assistants, however^ are literally tisslstants to a physi- 
cian. Frequently they work with a physician who has a large prlv^t^,x ;^ractice, 
usually as an inteTnist or family practitioner, and who desires m^f^^ V'-rAj" time. 
The physician assistant either enables the doctor to see more patients or enables 
him to reduce the amount of time he devotes to his practice. All too oftdn the 
physician is in a prosperous area, for only in such an area can the physiCTan 
assistant's pay requirements be met.^ The assistant In such a position may 
thus increase the provision of primary care in an^area, but he does- little to 
-remedy the geographic maldistribution of doctors in this country. 



-Joann Lublin, »»*Supemurses* Provide Care for Thousands, Helping Doctors Cope,** 
Wall Street Journal, July 3, 1974,,vp,' 1. . . 



^ Ibid . 

3 ■• - • ■ ■ 

Nolan, op. cit,, p, 436* 
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: Perhaps a majori^y^ of physician, a work ,in. leLrp„group^p 

or cl|nics W^institut readily lend themselves to an efficient 

divisioTi of .labor among health professionals. At Kaiser-Permanente in; Port» 
land, Oregon, for example, physician assistants provide routine physical 
examinations to somfe patients under age 40 (mostly athletic^ checks and college* 
physicalsO and treat relativeiy minor medical and surgical problemSj either , , 
by appointment or on a "drop- in" basis , More severe or chronic probiems are 
either assigned Initially or are^ transferred to an internist or othex' spe= 
cialist* Of 207 physician assistant-patient encounters analyzed in one study, ^ 
the physician assistant managed the problem without consulting a physician 
in 166 .cases^ discussed the problem with a. physician in 17 cases, and found^ 
it riecessax7 to refer the patient to "another provider in only 24 inst^ces. 

Physician assistants at KaiSer are also used to visit patients in nursing 
homes. They dp not write orders for such patients but pall in thM^ findings 
to a physician, who then transmits his orders to the nursing home nurse. 
Under this program, nursing home patients' are seen more often and on . a regular 
basis,? Physician assistants can thus alleviate the neglect to which so- 
many of our elderly are relegated* , / 

In hbspitals and clinics where physician assistants- are used, protocQls 
(printed questi6nnaires)^are .frequently usedtb enable non-physicians to diag- 
nose and prescribe fcf^ common medical problems with accuracy and safety. 
The protocol, carefully ^veloped from actual medical practice in handling 
complaints, ensures that the ph^lcian assistant asks all the necessary ques- 
Uonsvdoes the tests indic^d^by the answers to the questions, and takes 
tHTstepsjBiiiMtrfW^ Doctors check each protocol before the end 

oi the^ay to make sure that all steps were followed properly and no unusual - 
danger signals ignored, but a larga^percentage of patients can be treated by 



^Paul Lairson, Jane Record, and Julia James, "Physician Assistants at Kaiser: 
Distinctive Patterns' of Practice." Inquiry , September 1974, p, 215, 



^Ibid,, p. 218, 



Xhm physician assistant or nurse without impinging on the. doctor's time, and^ 
even when the protocol directs that the patient see a doctor^ the time- consuniing 
data collection and testing have already bepn done,. The patients are generally 
'satisfied with protocol-'prescribed treatment, perhaps^ because they may "re- , 
ceive a more sympathetiCj personal hearing from the protocol-user' than from a 
prassuredj possibly bored doctprp"" Protocols also force thoroughnessij . for 
they do not rely on 'the occasioriaily fallible memory of a dbctor* When proto- 
cols were, introduced at the Duke University Medical Center, \ there was signifi- 
cantly improved performance by all providers, including physicians, in the 
colleciion of medical data, utilization of laboratory testSj and appropriate 
use of antibiotics* . = - 

Physician assistants are strained in a variety of programs ^ the first of 
which was created. at Duke University in 1965. By 1975 ^ thanks in part to 
federal funding, there were 55 programs to train assistants to doctors in 
primary carej 36 to train assistants for specialists, and three programs 
training both kinds of assistants* Entrance requirements for these programs 
include a high school diploma and often 2-4 years of college. Most programs 
also require (or prefer) that applicants ^ have considerable experience in the ■ 
health field as military medical corpsmenj as. nurses ^ or in some other capa- 
city* A year of training for a physician assistant costs approximately as much 
as a year of training for a medical student ^ " but most programs for physician, 
assistants last two years,' not. the four years usual in a medical schdQl, Also . 
physician assistants geneTally do not have. as much college training as medi- 



^ Alan Ot ten, "Doctor's Helpers," Wall Street J ournal, April - 4'r 1974/ 

2 , • " 

Richard Grimm, Kitty Shimoni^ William Harlan, and Harvey Estes, "Evaluation of 

Patient-Care Protocol Use by Various Providers," Now England Journal of Medi- 
cine ^ March 5, 1975, ^p* 507. rl ; ; __ _ 

^U.S. Department of Health, Education, and Welfare, Health Resources Admini- 
stration, Physician Support Personnel 1974-75 , DHEW Publication No, (HRA) 
75-42 (Bethesda, Md,: 19753. ~ i 

4 - " - 

"Physician ^s Assistant Jury Still Out," op. cit. , p, 145* 
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cal-students and-dq-not--have to go through the prolonged residehcy .training -V 

requiT©d of doctors. Thus the total pst of training a physiciaii assistant 
is ^considerably less than the cost of producing a licensed doctor. And once , 
trained, the physician assistant commands a far lower salary than the typical 
doctor. . ' ' t, 

. In theory, then; the care: provided by physician assistants and nurse , . 
practitioners should be less costly than care-provlded by a physician. Many , 
doctors rievertheless charge patients as much for services delivered by their 
assistarits as for the same services delivered by the doctor himself-. Indeed, 
the AMA in Decembpr 1974 endorsod a resolution that physician assistant 
services should be billed by the physician who employs him and that those 
bills" should be basLd on the physiaian's own customary charges. The AMA. did r 
qualify this by stating that a physician could reduce the bill for the 
assistant's services if the doctor's own experience showed that the services 
were provided at less cost tharr if the physician' himself provided them. And. 
in fact, "a goodnumber of doctors do charge patients less when they .are 
examined "by the assistant.^ However, themedical profession is> concerned ■ 
that; if a physician reduces the charges for assistants' services and does not 
indicate the reason for the reduction on the bill, the physician's fee profile 
will be reduced, with a resultant lowering in the reimbursements allowed by 
Medicare, and Blue Shield to all doctors' in the area. On the other hand, 
.when a doctor does not charge .less for services performed by assistants .. then 
use of ' assistants increases the doctor 's profits without- reducing the cost of 
health care to the consumer. A number of studies have,, in fact, indicated that 
a physician assistant can intrelise a doctor's net profits from his practice. ^ 



^Ibid. . ' . „ ' . I 



r 



^Lublin, "Supernurses. . op- cit^ 



Eugene Nelson. Arthur Jacobs .. Karyn Cordner. and Kennetb J°hfon, "Financial 
Impact of Physician, Assistants on Medical Practice." Now England Journal of 



Impact of Physician _ 

Medicine. September 41. 397S , .pp.. 527-530. 



pf cours©, this is not a jjroblem in a prepaid g^dup practici, for the'^ 
lower cost of using physician assistants reduces th/ total cost of providing, 
care tb patients enrolied in the group, and pres^bly the lower copt is 
reflected in lower monthl/ premitmis , A hospital or clinic using ph^ician 
assistants should also be able to operate at ,a lower cost. However, there 
are sometimes problems i^ getting third pa^ty reimbursement for services 
performed by physician assistants when the services are not billed as being 
provided by a doctor. / / 

- - /' ^ "'^ / ^ ■ ■ ' , ■ 

T^e legal problems created by^ysician assistants have still not been 

resolved.' In an fffort to ensure quality care, states have traditionally 
.placed strict lijilits on who can provide medical care, and, until dhanges were 
^made in the lavfs, physician assistants could be considered guilty of the 
illegal practice of medicine;/ Twenty-nine states have now amended their laws 
to provide for physician assistants. Seven states, allow physiclaiis to 
delegate, tasks to their assistants so long as the assistant functkons under 
the physician's superyision and control, although a question remains whether 
supervision has to be on the premises or can be exercised at a diis.tance , via 
telephone for example. Twenty-two states, instead of leaving control of 
assistants to supervising physicians, have set up regulatory boards to 
establish rules and regulation's about the education and. emplo>Tnent require- 
ments of physician assistants. Tlie disadvantage of this approacH is that 
there is as yet insufficient experience with physician assistants^ to bl 
sure what rules , and regulations are reasonable^ ; \i 

•V Another difficulty is that nurse practitioners do not want to fall 
under the same legal provisions as physician assistantsV. "They view the \ 
physician *s assistant as oiie who is performing highly technically oriented ' 
duties and are, in factj assisting the physician. In particular, the nursing 



-Judith Lave, Lester Lave, and Thomas Morton* "The Physician's Assistant^* 
Hospitals , June 1, 1971, p/ 48. . . /" ^ : . 



Nolan, op. cit., pp, 440-442. 



jprofession maintains that nurse practitioners are ^ extension of the 
nursing profession and are not members of a new profession. Therefore, 
m^y are lobbying for legal covera the nurse practice ^act.'^ \ 

Nurse miawiyes, in particular, have.beeh struggling since 1925 to get spe- < 
cial legal recognition of their profession* ■ 

' Although 29 Slates have passed some sort pf ceHification requirement 
for physician assistants, these requirements vary so much that it is diffi- 
cult for a member of this new profession to move from state to state. 
Mobility is easiest when the assistant moves between states whose laws/ 
simply prescribe that a physician may delegate tasks to assistants* , 

Doctors' acceptance of pliysician assistants has. been greater in theory 
than in practice. Surveys find that physicians consider it proper to dele- 
gate to Assistants more tasks than they do in practice. Acceptance of 
assistants also varies among the specialties. A study at Kaiser found that, 
internists generally were happy, to have assistants take over much of their ^ 
primary care so that they could devote more time to the diagnosticJservices 
and subspecialties which distinguish them from a general practitioner. In 
contrast, pedlatriciansXand obstetrician^gynecolDgists sometimes found 
assistants professlonamk threatening because so much of such; doctors ' time 
is devoted to treating Lek children or handling normal; deliveries, services 
readily performed by assfstah^s: If assistants take-over all ;th0 simpler 
tasks from such doctors, \the doctor might not be left with sufficient tasks 
that require his. higher level of skiai. Furthermore, "nurse midwifery 
may embody something of a role-invasion threat to physicians with respect 
not only to, degree of substitutability but to dominance over the content 
if medical .care. as. well. ^ In genferal, modern nurse-midwives have tended to be 
riibre receptive than physicians to natural birth and other obstetrical tech- 
niques which permit the patient to, play an active role in the delivery 
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Nolan, op. cit. , p. 443. = - 

^!»Physician's Assistant Jury Still Out," op. cit. , p. 144. 



RrQcess J* Of course, the physician assistant poses no role-invasion threat 
to a harried rural practitioner trying to care for more patients than 
he can handle. •' , " - ^ 

"Sometimes nurses, too, resist the invasion of physician assistants^ 
but qualms about the' assistants usually disappear after nurses have Worked 
With them for a time. ^ \ 

. Physician assistants .are overwh^elmingly accepted by patients. In one 
survey of the patients of a pediatrician using a nurse practitioner, 94% 
said they were satisfied .with the care they receivedj^and 57% said that joint 
care from, the doctor and the nurse practitioner was better than the care 
they had previously received from the doctor alone/ At a health center in 
a low-income housing project,, where a pediatric nurse practitioner managed > 
all the well child care, only two mothers asked to^see the physician after 
being seen by the' practitioner, and, during the period studied^ the rate of 
failure to. keep appointments dropped from an average of 60% per session to 



an average of 20%.^^ ; 

Onm reason for the general patient acceptance of assistants is that they 
"can be dtawn from the same coimunities as the patients they serve and. chosen 
for their abilitjjrto communicate as well as other skills^^U In' contrast, 
"doctors are not chosen or trained for their ability to relate well to other 
people. . .TTiey tend to .be ^per middle class,' laboratory and university oriented 
people^ almost all male, and this often sets up walls between them and their 
pati^nts/'^ . ^ . V ^ ^ ' = , ■ ' 



-Jane Record and Merwyii Greenlick, "New Health. Professionals and the Physician 
Role: An Hypothesis from Kaiser Experience," Public Health Reports , May- June 
1975, 'p. 244, _ : . ' ^ ' ~ ~ , ^ 



^Lalrson, et al/, op. cit. , pp^ 208-209. 



^Leonard Grossj "ITie Supemurse," McCalls . March 1971, p. 128. ' • 

.^Nolan, op. cit. , p, 437. , v 

^Quotation from Dr, Sheldon Greenfield of the UCLA Medical School in Jerry 
Avom, "The Future of Doctoring," The; Atlantic , 1974, ' 
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: Physician assistants may often, be ablTe to deal better with people than 
at least some doctors, and they thus, may restore a little humanity to bur . 
machine-filied health care system. Enjoying the primary care that so many 
doctors find boring, physician assistants may imp rove the provision of primary 
care and continuing care in a system that has n eglected these areas. But 
they may not do much to alleviate the geograph ic maldistribution of physiciajis : 
"At least, one.^ociologist suggests that there will be a ^tendency for physician's 
assistants to follow the same distributional patterns that professional , 
people generally do e.g. ,Hhat they will tend to locate in the culturally 
and Economically stronger communities." ^ Confirming this supposition, one 
study of 408 physician assistants and nurse practitioners found that only 
13% were practicing in counties considered scarcity areas. 'mis study was 
by no means conclusive, but it does, nut encourage much hope that physician ■ 
assistants will remedy the shortage of doctors in our rural areas and urban 
slums... Physician assistants may, however, help keep health care costs dbwn ' 
a little* — If the doctors that hire them can be persuaded. not to pocket ■ 
the difference between the cost of care provided by an assistant and that 
of care provided by the doctor himself. ■ ■ 



THE GROWTH OF GROUP MH) I CAL PRACTICE ' ' 

. n.:. i..H. ^uate supply of ^^'^^ "^^r.. .av be stretche d a llttU farther by 
th . trend among d^.tors toward gr mip practice rath .r than solo practice, ■ 

and enabling th«n^n e ^e.for more patients. In the first, place, transferring 
some of doctors' simpler chores. to physician assistants and other allied 
health .personnel can be more readUy accomplished in a group practice. . In - 



iDavid Miles. "Physician- s Assistants: The Evidence 'is Not in." New- England 
Journal of Medicine, September '11. .1975. p. 55b. ^ 



^Ibidi 
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large groups or clinics, chores can b© divided up in such a way-that^on- 
doctors can pprform a greater percentage of tH© tasks. It is easier to trail 
allied health personnel to do a few specialized tasks than "to teach thorn to 
be a general assistant to, a doctor. For this reason, there are far more aides^ 
per physician in groups than in Solo practices, and, as a corollary of this, 



the group physician can see more patients per hour than his colleague in solo 
practice,!,. , ■ . .■ ^ . . , 

Furthermqre, groups large enough to Hirers administrators can fr'fee doctors 
from many of the chores, involved in managing their business and financial 
..affairs: accounting,' procesping, purchasing, and hanrflihg personnel and in- 
surance. John Johnson, Executive Administrator of .the Palo Alto Medical " 
Cliiyic estimates that such chores take up more than a quarter of the solo 
praititioner' s time but. only about 1% of the time of a doctor in a big 
group practice. " As a consequence, the average doctor in a group is able to 
deyote more hours per week to direct patient care than a solo 'physician can* 
An/ additional bonus is the fact, that the doctor's business affairs are likeiy . 
t© be better managed than if he did it himself. For example , in large groups 
nedical records are, often superior. ^ , ' \^ ^ = 

Group prac tices not only have the potential of enabling doctors tu gare 
for more patients; they also make certain economies possible . Beyond the 
economlos made possibly-by greater use pf allied health personnel are the 
economies -gained when the* expensive paraphernalia of modern medicine can be 
shared by a number of doctors ^and thus utilized more fuiiy. The mounting cost 
of medical equipment is, in.fact^ a m^jor force driving more and more doctors 



Milton Roemer , and William Shonick, 'WO Perf ormance : The Recent Evidence," 
Health and Society , Summer 1973, p* 299, . . . 

,;Dah Cordtz,^ "Change Begins in the. Doctoi^* s Office,'* Fortune ,- January, l97D^ p, 88 

• .toerican Medical Association, Center for Health Services Research and Develop-- 
- ment, Profile of Medical Practice, 1974 (Chicago, 111 V 1974) , p. 61/ / 

^Jerome Pollack, "The Grouping- of Medical Practice," Community. Hospitals and 
the Challenge of Primary Care (New York, N*Y.: Columbia 'University, Center 
for Community Health Systems, January 1975), ^p. 44. \ ' ^ -^^ 
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into group medical practice. The cost of setting up a solo practice has ■ 



groTO beyond the Teach^,o£,iiiariy young doctors, and even older doctors find it 
a financial burden to keep their medical tools';up, to, date. 

'^^ ',T^^ in our medical technology and the, increasing speciMi- 

zation of doctors have. made group practice attractive . in another way: J" ^ 
group, colleagues are more readily accessible fqr consultation and advice. The 
doctor in a. group also finds it easier to get away for continuing education 
programs. And in a multi-specialtjy group there is iess likelihobd of the „ 
discontinuity of care and duplication of procedures that can occur when a 



patient moves from one solo specialist to ahbther. 

There are personal advantages, too. for the doctor in a group. He, can 
Keep more regular hours because the members of the group can take turns pro- 
viding emergency medical ■ care on weekends and in the evening, and no one need 
be on duty 24 hours a day. A group may also make it easier or cheaper for a ^ 
doctor to get insurance, set up a retirement plan, and obtain other benefits,' 
although these advantages can also be obtained by a solo pEactitioner who ^ 
'transforms, his practice into a corporation. .. - 

A major attraction, of group practice is the fact that earnings tend to be 
considerably hig her for group doctors, th an solo practitioners, as can be seen 
in Exhibit IV- 26. The group doctor's income, tod, is more likely -to be stable. 

\For young doctors, an additional advantage of entering an estabiished group, 
i-s the fact that they are able to practice their new skills full-time from 
thKbeginnlng rather than spending three to five years or more, building up a 

• praSice. This is one reason that the percentage of , young doctors , in group 
practices is higher than for older doctors. 

On tke^ other hand, many doctors are reluptant to forfeit the i'ndepen- ' 
dence that .solff practice allows. They donM; like haying other doctors 
looking over their shoulder or having to follow the rules prescribed by the: 
"group. And many doctors feel that a close personal relationship with their- 



'Isami Kassem and Anthony DeJute, "Hiring Medical Personnel:, The Team Approach,' 
Hospital Adm i nistration , Spring 1971,' p. 18. 

D. '43. . , , ■ . ' 
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■ MEDIAN NET ANNUAL MRNINGSbP PHYSICrANS IN SOLO 
' . •• PRACTICE, PARTNERSHIPS,, AND. CORPORAtlONS, '; 

7 ■ BY, SPECIa\tY- .1972 



Specialty ' 


A Solo 


Partner- 




pWctice 


ships 


Corporations 


General Practitipriers 






. $43,100; 


$55,000 


Internists 




39,1^0 


49,750 


62,500 


Ganaral surgeons 




43,680 


52,730 


67,500 


Obstetricimn-gynecologists 




41,200 


59,000 


. 68,750 


Padiatricians 




35,240 


> 41,520 ; 


. 50,000 


Psychiatrists 




36,670 




^ 51,250 



Source: Madical Economics , October 15^ 1973, p. 243, and November '2fe',v'" ''^ 
1973, p. 182, quoted Inr Jerome Pollack, -^The Group 
Medical Practlce,M CQnmunit7 Hospitals and the' Ghallen^e of 
. Primary Care (New Ybrkj N.Y*- Columbia University, Center for 
Community Health Systems, January 1975)^ p, 43. . _ . 




piti^nts would be jeopardized in a large gro'ti^. The advocates of such large 
•groups.aa Kaiser deny this allegation. In grbups of this sort, the patient ■ 
is allowed to select his own "family doctor," and regularly scheduled appoint- 
ments artf'normaily with the chosen doctor. fhe\ Kaiser Plan also tries to 
arrange its physical facilities so as to reduce fhe patient ',s sense that he 
is dealing with a large impersonal institution. | In the clinics, waiting 
areas are broken into small units shwed by, only a^^«w- doctors and their 
patients. Tlie clinics usually adjoin a hospital, and Kaiser has deliberately 
chosen to have a number 6f smaller hospitals in each of its regions rather 
than a few large ones; tks enables the patient to stay' in his own coimnunity 
and makes it easier for his family to visit him. But. even with these 
arrangements.thepatient may feel a less close personal relationship with a 
group doctor than with a private doctor, tod waiting time for appointments 
Is generally far longer in large group practices. , 

But despite the concern of doctors in and out of groups about patient- 
doctor relationships in groups, doctors in groups have a high rate of satis- 
faction with their practice, A 1972 survey found that over 50% of group 
.doctors were "very" satisfied, and' another 45% were "fairly" satisfied, a 
satlsfaetion rate about the same as that of doctors in" solo practice. 

Despite the reservations of somB doctors about group practice, the 
mimber of group medical practices in this country is growing rapidly.. Actual 
statistics on the growth of groups are tiot precise since in, eacb survey made 
by :the American Medical Association slightly dOfertiff^^itloM^o|^:^|ro^ 
practice" were used.^ Also the 1965 and 1969 AMA surveys turned up groups 
which had been in existence In 1959 but which had been missed in the survey 
made that year.. Estimates derived from the 1969 survey indicated that 
3.155 -groups existed In 1959, while the 1959 survey ■ counted only 1,5,64 groups. 
Thus, the rate of growth In, group practices cannot be calculated with any 
accuracy, but the fa4t of growth Is- dramatically clear. The number of-.groups 



^Roemer and Shonlck, op. cit'. . p; 279. 

2Tn each survey three was' the minimum number of physicians "^^i';* * f^"? 
to S classllied as .uch. 1959 two part-time physicians counted as one 
I r"- In 1965 three or more full-time doctors were required. In the 

fosilecent-survey "Isg^lno-^dif^eientiation was made between full-txme and 
part-time employTnent, ^ . ■.. 
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tabulatea, in the AMA purveys quadrupled between 1959 and 1969, " This Is 
iLluswat^^graphically in Exhibit IV-27 "and statistiGally in Exhibit .IV- 28, 
The average size of groups, however, decreased from 8.4 p^yslcians in 1959 

, to 6.3 in 1969, so thq number of doctors in groups did_ not grow quite so 
rapidly as the number of groups themselves. Nevertheless, doctors reported 

^in group practice grew. from 7.8% of all non-federal dbctors in office-based 
practiceTjrri9S9-to-15.5% in 1965 / 

Figures aren't available for more recent years, but it has been estimated 
that by 1374 there may have been as many as 10,000 to 15,00.0 medical groups 
and 65,000 to 70,000 doctors in group practices. By then the proportion of 
active physicians in group practice may have been as high as'^ 35%.^ HEW*s 
national ambulatory medical care survey found that, in 1973-74, two out of 
five office visits to a doctor were to a doctor in a group. ^ ' 

Statistics on group practices unearthed in the AMA's 1969 survey are . 
outlined in Exhibit IV-29. This^ survey indicated that at the time there were 
in the United States 6,371 groups with '^three or more physicians formally 
organized to provide medical care,, consultation, diagnosis, and/or treatment 
through the joint use of equipment and personnel;^;^OTd with the income from ■ 
medical practice distributed in" accordance with meth^^^ previously determined^ 
by: members of the group.'* Group practices and g^^up physiclanr are highly 
concentrated in the Pacific states, largely because, of tlirpredominance 'of 
the Kaiser Plan in that region.. Of the 6,371 groupis in existence in 1969, 
17% Vere located in the Pacific states, ' where there were 32.8 group physicians 
per 100,00 0. popu rati nn. M- ^h^^ nthrr rrtrr^mn, hnly j^i nf nil ^ tyoups were 
"*^Wled in New England, and that region had only 13.2 group physicians per 
100,000 population. . , 



1 - 

TOelSSg percent figure is calculated from the number of non-federal physicians 



in office-based practice in 1960. Statistics on the number of physicians 
were obtained from U.S. Department of Commerce, Statistical Abstract of the ^^ - 
United States 1970 CTable No. 84) and 1964 (Table No. 81]. " -7 

.2 ^ ^ " - ^ . , . 

-pollack, pp. cit. , p. 40. " . 

?U.S. Department of Health, Education, and Welfare, National Center for Health 
Statistics, ''National Ambulatory Medica] Care Survey: May 1973-April 1974," 
' Monthly Vital-Statistics Report , July 14, 1975. ' 
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ckoWTH OF GROUP PRACTICES BY^TYEE OF GROUP' 
1959, 1965, 1969 
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C 



^ - 
'E 



6 ,000 



5,000 



4,000 



3,000 - 



2,000 - 



1,000 = 



6,162 




1959 



1965' 



1969 



Source: American ^N.^Jlcal Association, Center for Hen 1 Th ^Servic^s Research 
and nevelopment, Medical Groups in the U,S,, 19u9 (Chicago, UlM 
. ^ ■ ' 1971 ) , p. 74. " ." . , " ' 

Note: 1969 defini'tion of group wH ^adjusted for comparability with 196S 

___data_(±^^-^,-±!l contain three or more full-time physician?). 

""^ ' Also, physicians in the^l969 survey were reclassified from the 34 
AMA specialties to the 17 specialties used In 1965. 



436 



erIc 



. Exhibit lV-28 = 

CHANGBS^m GROUP P^CTICES 
■ ' 1959, 1965, 1969' 



Char sett ris tic 




i OA 
1 ¥&5 




Number of Groups = total 


1,546 


4,289 


6, 162 


Single Sptoialty \ 


392" • 


2| 161 


3j 252 


QeneFal Frastice 


1 1 54 


651 


758. 


Multis pe C ialty 




1,477 


2, 112 . 


Number q£ Physicians - total 


13,009 


28,381 . 


38,834 


Single Specialty 


1* 56E 


8,956 


13,447 


. Oeneral Practice 


1 1 f 447 


284 


2,612 


Multispec laity 




17, 141 


22,775 


-Average of tjr Bups ~ ^IJl groups 




6. 6 


4 . 3 


Single Specialty 


4. 0 


4.1 


4.1 


' General Practice 


n, a. 


3.5 ' 


3.4 


Multis pecialty 


n* a^ 


11.6 


10. 6^ 










rtf frits 1^ " 








New Crigland 










5. 2 




1 0* 8 


^Am-il'^ Atlantic 


11^8 


IE. D 


* 14. 1 




io. 4 


19* 8 


. 1 8. 5 


£ast South Central 




A A 


g. 3 




23. 2 ^ 


= 1 i . 0 


14. D , 






Ml Q 


11 5 


Mountain ' . 


7. 3 


5. 6 


5. 6 


Pacific , ^ 


13, 0 ■ ^ . 


17. 3 


16.7 


Pbiseisions 


0. 0 


0. 1 


0. 2 


Allied health fnaripipwer/physician'-total 


NA ' 


2. 3 


2. 6 


Registered Nurses 




0. 4 


0.4 


.Licensed Practical Nurses & 








other nurses 




0. 3 


^ 0. 3 


X^ray Technicians & labor atory- 








techiiiciani ■ ^ - ^ 




0, 5 


'0. 5 . 


1965 elerical 




^ 0. 8 




1969 (lecretaries, receptionistSi 








bookkeepers) , 






0.9 


Other, efflee personngl 




0. 1 


0. 4 


Other professional or technical 








personnel 




0, 1 


0. 1 


Number of groups with 50% or more 








^ prepayment activity 


NA 


88^ 


.85 



SOURCEi American Medical Aaaociationi Center lor Health Services 
Research and Development, Medieal Groupj in the U.S. * 
1969 (Chicago, UU i 1971).. . 

NOTESi : 'NA" -lfet Avail^l©. 

" Survey conducted by Public Health Service. , ' 

Survey conducted by Amerl^n Medical AssociatiDn. 

* 1969 figures adjusted to make them eomp^rable with- 1 965 figures 
when ilightly different definitions we re. used. " \ - . 

^ Ineludes boLh full-time and part-tinrie physicians. , ^ 

^ Spureei Medical Group Management Association and Anfierican 

Assoeiation of Medical Clinics. . . ' ' 
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^ Interestingly enough, while 42% of group doctors are practicing outside 
urban areas with a population of 500*000 or. more, only 37% of §olo practitioners 
are in such non-urb^n areas. ^ This supports the contention of some that 
group practice is a means of attracting physicians to under-doctored non-urban 
areas. If an area cannot attract at least two doctors; it cannot get one. 

Nearly 50% of all medical groups were "single specialty groups" in 1969. 
General practice groups constituted 12% of the total, and multi-specialty 
groups comprised 38%. Only 11.6% of all groups qualified for full or asso- 
ciate membership in the American Association of Medical Clinics by having 
five or more full-time physicians representing at least three fields of prac- 
tice or major specialties including internal medicine and general surgery. 
Such clinics do use the se^ices of over 38%'Of all group practice physicians. 
ThB^fact^remainsT'wyerthelessr^ ^ 
pmrtnershlps of three to six doctors . Only 3,8% of all groups operate a 
hospital or clini^c with hospital beds; although almost all groups have privi- - 
leges at some hospital. Only a little over 6,2% of all groups indicated that 
they had prepayment plans., and. almost half of those with prepaid plans re- 
ported that prepayment covered less than 5% of the dollar volume of their 
business. In short, very few groups in existence in 1969 could be classified 
as ^'Health Maintenance Organizations .;^^ Today's doctor may be. moving from 
solo practice to group practice, but he prefers a small group, usually with 
doctors in his own specialty. Not many doctors, even in our complex health 
care system, are ^'organization men", , . 

And doctors In gro ups continue to practici. medicine in mch the same 
way solo practitioners do . Littl^ effort is made to^Mepart from the traditional 
one-to-one approach "by bringing together in group care .patients with such 
conditions as hypertension, obesity, and pregnancy, who might benefit from the 
interaction with each other and be treated more efficiently..,. Many groups 



American Medical Association.,., Profile , . , , op. -cit, , p. 65. 
^Pollack, op. cit, , p, 47, . 

%ee Chapter HI for a discussion of Healtb Maintenance Organizations. 

■ .488 . ■ 
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have lagged in experimentation with new forms of staffing, facilities, and= 
' organization. Prevention is greatly overstated as a feature of grpup practice, 
and the notions of how to induce and nchieve it are often quite primitive." 

Groups usually operate with the same' paternalism that solo practitioners 
show toward consumers. Consumers have as little input into the operation of 
group practices as solo practices. Fee-^for-^service groups often do not pass 
on to consumers any economies realized from operating on a group basis. 
"Doctors in such groups do not charge less than those in solo practice; they 
may even charge more,... A physician-extender may be employed^ which could be 
an ^economy, yet his services, after inputing a charge for supervision, may be 
billed at the same rate as those of a physician."- And, in fact, fee-for- 

service groups may not be operated any more economically than solo practices/^ ^„ 

for there is little or no incentive for economy . The extra allied health 
personnel may just be used for more elaborate work-ups. "More personnel per 
patient may be engaged beyond the point of advantage."^ 

■ So group practices are by no means a panacea for the deficiencies con- 
sumers' find in our health care system. However, when they operate on a pre- 
paid basis, as something resembling an HMO, they do have the potential of 
reducing health care costs. And, if managed well, they do enable doctors to 
care for more patients and thus can stretch our limited physician supply a 
little farther to meet our needs. And groups can make it more attractive for 
doctors to practice in non-urban areas. i 
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Pollack, op. cit . p. 49. 



^ Ibid . ^'^pp. 48-49. 
^Ibld. , p, 48. 
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mrm msBumlng mn Bver moze important-rolm tn our 

. hmalth amre mgBtmm, Inare&sing in number faster tlmn 
doqtoTB^ thmy are abandoning their trmditional role as 
passive handmidmns to physiaians. Many arm working to 
restore the human touoh to our high teahnology health 
care system. . ^ 

, •■ ^ ■ ' ■ - . ■ 

THE CHANGING ROLE OF NmSES \. 

The total number of active Registered Nurses CR^N-'s) in\the United 
States rose from 375,000 in 19S0 to 504,000 in 1960 to 815,000 \in 1973, TTius 
the number of nurses more than doubled between 1950 ahd^ 1973 . .Nurses are , 
grpwing in number faster than either the population or doctors* \ln 1950 there 
were 249 Registered Nurses per 100*000 population, but by 1973 there were 390 
par 100,000 population. The number of active Registered Nurses each " 
active jphysician rose from i;8 in 1950 to 2,4 in 1973. (See Exhibit. IV- 30 j 

The role of iiurses in our health cafe s ystem is expanding almost\ as 
T'aptdly w^^hglTnt^^ Th:e^^ncrea¥lngTy^com^ used in Hospitals" 

requires much more skill^td operate, and some nurses are becoming specialists 
iti managing particular types of facilities. Some nurses, for examplej have 
become specialists in providing intensive care for cardiac patients* ' Such 



a clinical nurse specialist can "achieve a consultative relationship to 
physicians by offering their specialized skllis and understanding of patients' 
Ipsychobiologit needs.'"" 

■ ■ ' " ' ■ - ' ^ ^ ^ . ^ ..... \ 

Some nurses have become "primary care nurses, ■■ Such nurses work in 

hospitals but are more independent than the traditional staff nurse. They 

writo their own nursing plans for in-hospital and follpw-up care for their 

, . ..... ^ " . 2 

patients and coordinate hospital services for them. 



^Bernard Weinstein and Doris Lesser, "Health Manpower," Hospitals , April 1, 
1974, p- 6p. 

ane Judge, "The New Nursed A Sense of Duty and Destiny," Modem Healthcare , 
Qctober 1974i p, 25, . ^ ; ~ - 

.....^^--.-^..^^.-.^j^^.-^^^ 4-4-0 =- ■ ^ 



/ 

/ 



Exhibit IV-30, . 
ACTIVE REGISTERED NURSES: SELECTED YEARS 19S0-1973 



Year 


Number 


Ninnber/100,000 
Population 


Number/ 
Active M/D * 


1950 


375,000 


249 


1.8 


1960 


504,000 


282r 


2.0 


1970, 


722,000 


356 


2,3 


1973 


815,000 ^ 


390 


2.4 



Sources: American Medical Association, Center for Health Services Research 
and Development, Reference Data on Profile of Medical Practice : 
1974 Edition CChicago, 111.: 1974), p. 98,. ^ ^ ~~ 

U*S. Pepartment of Health, Education, ^ and Welfare, National Center 
for Health Statistics, Health Resources Statistics, 1974 (Rockville^ 
Md,: 1974), pp, 169, 201/ Also" 1965 edition, p. 111., 
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- Nurses' skill in dealing with patients is also being used to teach \ 
patients how tp care foj-" themselves and how to cope--physlcally and psycho-^ 
logically--with their medical problems after they leave the hospital. 
Nurses assume a major role in caring for patients in rehabilitation units* 
Sometimes they help make plans for a patient Ts discharge ^ especially if 
nursing home care or home care are required* Thus nurses are in some instances 
making up for physicians* often inadequate interest in rehabilitation and 
convalescence. 

Some nin'ses work in emergency rooms or outpatient clinics or large group 
practices, performing what is know as "triage'': making an initial determi- 
nation of ; what kind of doctor or other provider should see the patient and 
what priority the patient should be given if it is an emergency case. 

Nurses Dfteri play an important role in PSRO's or utilisation review 

procedures* (See Chapter II.) A nurse may review all admissions and lengths- 

■ . 1 . 

of-'Stay to ascertain which ones fall outside the prescribed guidelines. 
Situations that fall outside the guidelines are jref erred to a doctor for a 
peer judgement on the necessity of the admission or the extra length of stay^ 
but J in some cases, the physician responsible for the out-.of-line situation 
may change his order after talking to the reviewing nurse and before the 
situation is brought up for peer review. .. 

y And PSRO nurses watch over the medical care provided in their hospitals 
and report to their medical advisors any substandard or questionable treatment. 
For example 5 when a 'PSRO nurse found that a physician had not come to the 
hospital in response to a call from the floor nurse that his. patient was in 
a diabetic coma^ she notified het medical advisor, who. immediately arranged 
for two diabetes specialists to examine the patient . ^ PSRO nurses^ though 



Donald Robinson, *41ow a Pioneering Program Is Bringing Better Hospital Care," 
Parade, May 4/1975, p. 16. / , 



working under the supervision of a physician, are playing a less passive 
role than that traditionally assuTned by members of their profession. 

In public health agencies and outpatient clinics, nurses are taking on 
some responsibilities that in the past might have been considered the province 
of doctors. For example, nurses now frequently run well-child conferences 
and are able to provide well-^child care to children of all ages, to identify 
and appraise acute and chronic conditions and refer them to other facilities , 
and to evaluate and temporarily manage emergency situations until medical 
assistance is available.^ 

As indicated in the discussion of physician assistants, some nurses have/ 
taken advanced training that quaHfies them as ^'nurse practitioners*', so 
they can officially take over some of the doctor's chores. Pediatric nurse 
practitioners and nurse midwives, in particular, are being put to ever / 
greater use in our health care system, and patients often find it easier to 
deal with these nurses, than with the doctors themselves. Some nurs^es are 
getting advanced training in gerontology, a field of little interest to most 



doc t or-s --a n d o ne - 1 h a t o f f e r^ - 1 h e- n u rs e -a n - ex c e 1 len t - oppo r t un i t y^-t'o— us a her-- - 

2 - ' / . . 

skills in health maintenance and education. Although most nurse practitioners 

f^iCtion as a team with a physician, a few perhaps 100 7^ have set up an 

ihdependent practice. Three Manhattan nurses, for example^ set up Community 

ilurse Practitioners > which is on call 24 hours a day and makes home visits 

jrm 

/ 



I - . ' / 4 

/at a moment's notice a service not often performed by doctoTs these days. 



^Esther Brown, '*As "I See Nursing," The Indiana Nurse , March 1968. 

2 - - / ' 
Judge, op. ^dt. , p. 25. 

3 - ^' 
Lublin J "Supernurses . . . , " op. ci tj / 

^Pam Proctor, "Today's Nurse Wants More--For Herself and Her Patients," 
Parade, February 9, 197S. 



As nurses have begugi to take on agsigninents rer uiring increased skills 
and givinj^hem greater reBpdnsibilityi some of the traditional chores of 
nurses have been taken over by those with less training- -practical nurses , " 
nursing aides ^ orderlies, and attendants . Now that nurses' wages are finally 
rising to levels a little more commensurate with their training and responsi- 
bility, hospitals are finding it economic to use a higher proportion of 
woTkers who have less training and, therefore, cannot comniand as high v/ages. 
While the number of active Registered Nurses increased 62% between 1960 and 
1975, the number pf Licensed Practical Nurses (L.P.N. 's] increased 123%^ 
and the number of nursing aides, orderlies, and attendants increased 143'^ 
during the same period. (See Exhibits IV-31 and IV-32 0 Of all the persons 
employed in nursing and related services. Registered Nurses constituted 51% 
in 1950 but only 37% in 1973. In 1966 all the hospitals in the United States 
had 215 Registered Nurses per 1,000 beds and only 89.7 Licensed Practical ^ 
Nurses per 1,000 beds; by 1973 the figure had risen to 290 R.N. U per l_^00p beds 
and 150 L^P.N.^s per 1,000 beds.^ The number of L.P^N.'s per 'active physician \ 
rose from 0.8 in 1960 to 1.4 in 1973. 

With the growing use of L.P.N. 's, nursing aideSj orderlies, and atten- 
dants. Registered Nurses have often been pushed into devoting, more time to 
supervision and administration and less time to direct patient care* Many 
nurses are unhappy with this change in their function. As Barbara Ehrenreich 
of the Women's Health Forum pointed out, "Professional nursing, stripped of, 
many of its original functions, has been left in an ambiguous and uncomfort- 
able positions-threatened from below by the functionally overlapping but 

cheaper practical nurses but barred from moving up without a drastic re- 

2 

definition of nursing education." 



Calculated from Exhibit IV-IS and U.S. Department of Health, Education, and 
Welfare, Health Resources Statistics: 1969 , pp. 148 and 153. 

2 ' ' ' - ' _ 

Susan Fogg, *'New Nursing Role More Like a Doctor," Boston Globe , August 

22, 1975, p. 25. \ 
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I NUMBER OF FIMONS EHPLOyED IN NURSING AND lEUTED SilVlCES 

i- By nn of personnel! siLECTED yeais imAm 



Tetal 



Regiitered Nunes 

Licensed Prac- 
tkil Nuriei 

Nursing Aides, 
Ofderliqii, 
Attendsnti 

mm Hcaith 
Aides 



Nuiber 



734,000 



im 



html 
of 



100.0^ 



51.11 



in 



30, 



Nualsr/ 
Activi 1 



hi 



IJ 



0.6 



hi 



Nuiiibef 



504,000 



106,000 



37i. 



2,300 



1960 



Pefeent 
of 

tntal 



100.0^ 



4a 



lij 



34.5 



0.2 



Active 



4.4 



2,0 



1.5 



Nusbef 



1J2I,C 



722; 000 



ilS.BOO 



11,000 



1970 



Perept 
of 

Totll 



100, 0\ 



3'7.6i 



liJ 



42,4 



OJ 



Aetive W 



6,0 



1.1 



2.S 



Niffibsr 



I; 209,000 



, 815,0 



4SP,D0O 



23,000' 



• Sources; U.S,' DepaffSent of Hoahh, Education, and iT'elfarg, N.ational Center for Health Statiitics, Health Reiaurces ItaEiijieijJM (Re 
Md.i 1974), pp. 19'/i201j2Q9, Also Ipyjl etlitioni p,' 149 and 1969 editloni pp, H, 145, 145, 152. i ~ 

UiS. Departient af Csperce, Bureaii of th? Cenjus, ' Itatistital Abstraei of the United States ,1970 (Hashingtsii. DjC* U.S. Go* 
Offiee, 1370] , Tahle 84; also 1974 edition, Table 1S6. " " " " , 

Mrieaji Medical As^ssiatinn, CenEer for ileaUh Service? Reieoreh nnd Ofvelopicnt, D istfibiition^Qf Phy^ieljiii s injjie ii'S.> 1971 
1974], p.'3S. ■ , ' " " V ' ~ 

lljenifflbersf ta health aide-Un 1^^^ - ■ \ 

Hess than 0.1, „ 



p'oF FMs mmm m nursing, and relatiD' services 

: ,BY TYPi OF PIRSQNNEL: . SELIGTED YEARS 1950-1972 



oso: 



SOD 

;90B; 



■ V 
Pcreent 



ioo.oi 



10.1 



0.1 



Aetive m 



3,1 



1.8 



0.6 



1,1 



(b]. 



I960 



NlfflbeF ' 



^ 5O4;o0Q 
■■ 371,000 

1,100 



Percent 
of. ' 
Tfttfil 



46.4^ 



34. S 



Nupibef/ 
Active MD 



4,4^ 



2.0 



1970 



i,92i,000^ 



722,000 

no. 000 

IS, 000 



Pereent 
■ ef ■ 
Total 



100,01 



37.61 



19J 



42,4" 



Active 



6.0 



1.1^ 



2.S 



1973 



2,209,000 



ais.ooo 

4S9,QQ0 

9l0pDO0 
25,000^ 



Fircent 
■ ef 
Total 



100,01 



iOJ 



41.2 



LI 



Attive 



Li 



1.4 



2.7. 



HeiUhv OdMation, and MhtQ, National Canter for llsalth Statiitieif MUh mmmi Statistics; 1974 CRochijle, : 
vl97-,201,209. Also 1P70 edition j p; 149 Jhil 1969 edition, pp., ll, 14S, 146, 152. 

sf'CeffliPee/iUFCiU of the' Ceniui, Statistical Abitriet of the United Stateg, Jllo ' (taihington, D.C.v,y.&. Gmmmn Printing 
Tabic 84- aliB 1974 editianrTibli 106^ : , ' ' ^ ' ■ . 

.'AssQeiationi Center for llealth aefvice^ Relearcli and Dewlopraent, Dlstributin of Phyiiciani in the iJl^jJI?! (ChieagOi HI.: 
. aides in 1973 was istinatid to be between 21 i 000 and 2^ 
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SERVICES BY TYPE OF PERSONNEL: 1950* I960, 1973 



2, 184 




/ for Health Statistics, Health Resoufc^g Sta tistics, 13/4 

(RockvillcMd.j 1974), pp. 197, 201, 209: Also WO edition, . 
. p. 149 and 1969 edltiori, pp. 11, 145, 146. 152, 
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-Pushed from below, nurses are growing more assertive in their relation:^ 
ship with "doctors and with hospital administrators. In part, this is a re- 
sult of the fact that more nurses today have had a college education (as. 
will be discussed below). University-trained nurses^have been taught to thinks 
for themselve^r'while in the hospital nursing school typical in the past, 
according to Elizabeth See, director of nursing research at the American 
Nurses' Association, nurses "were trained lilce^eals^ Do it over.and pyar 
again until you get it rightV"^ Another factor,, of course, is the women's 
liberation movement , /*which encourages the members of a profession which is ; 
more than 98% women to recognize their self worth as persons and professionals J» 

Nurses are protesting the fact that the average hospital nurse makes only 
$9,500 a year, while the average income for^ph^^ in this country m ^ 

1973 was $49,415.^ Unlike ten years ago, nurses no longer automatically stand 

4 _ _ 

up to give their seat to a doctor, entering a hospitar room. Nurses now 
are less timid about questioning doctor's orders and^ about making suggestions 
for improving tha care of their patients. They are also questioning hospital 
administratbrs, protesting^that poor hospital organization prevents them from 
treating patients 'W^^an^elngsT^ 1975 nurses went on strike in California, 
not to demand higher wages feit to demand changes in staffing patterns' and 
nurse-patient ratios. ^ . 

Nurses envision a new and important rol,e for themselves, remedying some 
of the^deficiencies in our health care system. '^Doctors ^ are concerned with 
the diagnosis and treatment of illness. Nurses are concerned with caring for 
the whole person, with helping patients and their families to become more 
responsible for their o\sfn health. Nursing has broader concerns than Just 
disease. We are more aware of the needs pf the- community, of preventive . 



^ Judge, op. cit. , p. 22. 

^Ibirf. , p. 21, . . . 

Fogg, op._crt. . ■ ^ 

4_ - " 

Proctor, op. cit ./ 
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health care. We want a collabbration with doctors, with ^separate identity, 

1 ^ 

and not to be assistants." 



THE THAINII^ OF NURSES , 

As the nurses* role has changed, so too has h4r:^training. Traditionally 
most nurses have been trained in diploma schoolsy associated with hospitals . 
These schools give student nurses two or thre%wears of training, which em- 
phasizes hospital experience arid provides only "unsystematid exposure to^ 
thebretical and tested knowledge."^' In recent years, diploma schools 
have suffered from a lack of professional support from national health 
care organizations. In 1965, the American Nurses ' Association^guhlwWH^a 
"Position Paper" which urged that . all nursing^ ejgca€^5n^ake place within 
educational institutions (two- and four-year colleges and vocational 'high 
schools). This position was supported by the National Commission for the . 
Study of Nursing and Nursing Education. These groups arguethat the broader 
education provided by the college programs "will ultimately bring better 
^ nursing care to the public and better prepared nurses to^ the health care 
team." Of course, the advocates of hospital nursing schools' retort that 
collegiate nursing education does not, include enough nursing practice and 
di-rect patient care.: " . • 

/ In addition to the attacks on, their ti^aining programs, diploma schools 
/have been suffering from a lack of monetary support from federal ly^ funded 



'■programs. And those seeking to control health care ^osts critidize the ■ 
' educational role .of hospitals because the patients ultimately pay for any 
hospital training. As a result, many of the small diploma schools in the 



^Pofegr op^ cit. , quoting a Ms. Ricardi at the Internay.onal Conference on 
Women in Health Care. y 

^p. W. Anerson^ Toward an Unambiguous Profession? A Review of Nursing , 
dhlcago Center for Health Administration Series^ No, A6, 1968, p, 11* 
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COimtfy,. and some of the. larger ones, have closed.. They have ^©^erienced 
difficulty in attracting students and retaining qualified faculty, and 
hospitals are finding it increasingly difficult ^to finance their nursing 
schools. . ^ 

This controversy over the role hospitals should play in educating 
potential nurses has resulted in a. general decline of the diploma school , 
l^ile 85% of all nursing schoffl-graduates came from diploma schools in 1959s 
by 1972 this figure had dropped to 42%, In 1959, of all nursing graduates, 
13% came from four-year haccalaureate programs; by 1972, the figure had risen 
to 21%, C^ee Exhibit IV-330 . ' ' 

' Growing even faster than the baccalaureate programs are the associate 
degree programs offered by two-year coimnunity schools . In 1959 , such associate 
degrees were awarded to 2% of all nursing graduates, but in 1972 associate 
degrees went, to 37% of the nursing graduates^ These two-year programs prepare 
students for the Registered Nurse qualifying examination, but not all of those 
who win the associate degree succeed in passing the exam, = However, these 
programs are popular with students because they cost the student much less than 
the baccalaureate programs. 
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EjdKibit IV= 33 ' 
NURSING SCHOOL GRADUM'ES BY TYPE OF DEGREE i 195949Ti 




1958 'SB 
^59 -60 



»60 *61 

-61 -62 



«66 '67 '68 
-67-68 -69 



*69 
-70 



'70 '71 

-71 -72 



Academic Year 



Source': U.S. Department of Healthy Education, and Welfare, Public Health 

ServiceV Health Resources Statistics, 1972-73 CWashington, D>C.: ^ 
U.S. Government .PrintiTig Office, 1973), 221. . 
' ^nerlcan Nursfs'' AssociationT Pacts About Nursing 72-73. (Kansas €ity. 
Mo,: 1974), p. 78, 

Note: In 19^3-1969 the number of graduates from a bachelor's degree program 
includes students in one basic program that gives a master's degree. 
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SUMMARY 



Health care in this. country has undergone ravolutionary changes since 
\ World War A multitude- of forces, each one reinforcing the other i has 

pushed the system into ever greater emphasis on secondary an d tertiary care, 
to the neglect of the other levels of care . Government funding of research 
has stimulated medical discoveries, many of which require ilaborate equip- 
ment and highly specialized personnel to put into practice, . HilL-Burton monies 
helped finance the construction of hospitals to house the ;new equipmentv 
and Medicare reimbursement of hpspitals for depreciation enabled these in- 
stitutions to add ever more sophisticated equipment. Government research 
grants led, to a .growth in the power and prestige of medical schools and their 
affiliated teaching hospitals, and these institutions in turn inspired in- 
ing specialiration-among doctors and intensified interest in care re- 




CT 

quiring expensive technology. 

The expansion of health insurance and the inauguration of Medicare re- 
■orced these trends in three ways : Since coverage was better for inpatient 
than ambulatory care, an incentive was created to get needed care in a 
hospital whenever possible. Doctors and their patients felt no constraint to 
economize on the type of hospital care used since insurance or Medicare paid 
t hospital bills. With third parties reimbursing hospitals for all costs, 
no matter how rapidly those costs rose, administrators had no incentive to 
economize and readily acceded to doctors* requests for the installation of 
new facilities and services , Health insurance and Medicare ^ in effect, 
removed the restraint of price competition from our free enterprise health 
care system. The supply of hospital facilities was determined by physician' 
demand, not consumer needs, " 

The growing complexity of medicine fostered specialization among doc- ^ 
tors, and the specialists increasingly manning the community hospitals 
springing up in our burgeoning suburbs pressured "their" hospitals to add . 
the equipment required by their diverse specialties. The greater specializa- 
tion of doctors also pushed up hospital, utilization, for it is doctors who 
determine the' treatment to be given. Specialization,^ too,\contributed to the. 
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geographic maldistribution of doctors that followed the draining of bur . 
=^waalthier^citi^ens from 4nner^clties^ajid^ural^are^ 
supply of doctors influenced the supply of hospital beds, and the two to-, 
gether deterrained the demand for medical care; it was not demand or medical 
needs that, determined supply* , 

Infused with funds from the government and health insurance, the health 
care delivery system has grown like a well nourished Topsy - The growing 
specialization of doctors me^t that few in .the medical world were in a 
position to evaluate the overall health care needs of the nation or of a 
community or of a hospital or even of an individual patient. Each specialty 
scrambled to get more research grants and to add facilities to improve the 
care it could provide for p'articular medical problems, i Few saw that there 
were, limits to the resources that could be devoted to health care, that our 
multitudinous needs had to be balanced against one anpthbr and priorities 
selected. Great energy was devoted to improylng the quality of certain types _ 
of care, but little attention was paid to integrating care or to delivering 
care in the most efficient and economical manner. i 

The d evelopment of heaflth care was guided in good measure by the scien- 
tific and econbmic interest^ of the medical fraternity^ and there was no 
effective mechanism for the consigner to exercise much influence over health 
care. Hospitals became the keystone of the system, but it w^s largely the^ 
doctors who determined what services were to be offfered and in what institii'- 
tion with what equipment. Third parties meekly paid a good poftlon of the - 
bills. And while some consumers were receiving excellent and, at times, 
too elaborate seconda:^ and tertiary care in hospitals^ others were flooding 
emergency rooms in frantic quest of simple prima^ care or were unable to get 
care at all . " ^ ■■ 

. ^ Our emphasis on top quality secondary .and tertiary care pushed health 
Vcare . costs through the celling until the government mnd the health. insurers 
grew alarmed . Govemment at various levels instituted rate regulation. 
Certificate of Need laws and other regulations to curb capital expenditures ^ 
comprehensive health planning and Health Systems Agencies, utilization review r 
\ t/ ^ \ ^ . / , ^ ■ . ' . C 
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and PSRO's. Health insurers experimented with yarious^ types of cost controls. 

- Health insurance coverage was expmded to provide better coverage of out- 
patient cart' and thus to reduce the incentive to ^e expensive inpatient care- 
unnecessarily. ' ^ ^ , 

. . In the health care . deliveiy systematself, ' there was a trend toward 
group medical. practices and the use of physician assistants, both of which 
have the potential for reducing health care, costs, although all too often these 

-ner development^^ 

■ an appreciable reduction in their medical 'bills. - Under pressure from court 
rulings, the American Medical Association, began^ to relax Its determined re- 
sistance to prepaid group practices, which havp proved better able to cut 
^ costs than f ea-f or-service group practi;ces . In response to the competition i 

^ - of prepaid grpur"pi*«W«S7 medical societies b to create- medical care — 
foundations as a method of curbing cost escalation while retaining fee-for- ; 

. service care. The government has tried to Foster Health Maintenance Organi- 
lations, in the fom either of prepaid group, practices or of medical care 
foundations with pre^payment. . -r= 

Heeding consumers' cries about inadequate primary care (and concerned 
' that this inadequacy was stimulating the inflation in health care costs), the 
government has sought to shift the system^ s Whasis a little'away from socon - 
dary and tertiary care . Government research grants h^ve been cut back. Hill- 
Burton funds have been reduced', and those that remain are increasingly. used_ 
for outpatient rather than inpatient facilities. Neighborhood health centers, 
migrant health centers, and community mental health centers were built with 
the aid of government funds. The National Health Service Corps was created 
in an effort to get doctors to'underserved areas. This goal was also pro- 
moted by a program of loan forgiveness for medical students who agreed to 
practice for a time in underserved areas. Partly because of goverriment prodding, 
medical schools/and teaching hospitals began to expand their training in 
'^family medicine'' and to recruit more students from minority groups and non- 

^ urban areas in hopes that such students would be interested in providing primary 
care in doctor-poor places. . 



" ; More sensitive to coiranunity pressures than physicians, hospitals be-' 
to TeoTgmizm their outpatient arid emergehcy departments to provide better 
care to. the patients inundating theTn in quest of primaiy care difficult to 

^ obtain eisewhere. Some hospitals sponsored neighborhood health centers. Some 
contracted with a group medical practice to provide care in their outpatient 

^ or emergency clepartments, and some of thes^ group practices began to operate, 
at least partiallyj on a prepaid basis. Many hospitals hired foreign medical 

' 'graduates and physician assistants to provide the patient carje no^^^ 

livered by American physicians* The holes in our health care system, un- 
consciously created by the medical profession, began to be filled by hospitals 
by other health personnel, and by government programs,; 

The shifting political and economic ground under our elaborate health 
. care structure is beginning to leave its ma^^k, ^ (See Exhibit 0 The power 
center in the system is moving away from the doctors toward hospital ad- . 
mlnistrators and government regulators . Physician referrals are being dis - 
placed to some extent by institutional referrals referrals between doctors 
within a group practice or neighborhood health center and'^from such an Institu 
tion to a hospital and from a hospital to another hospital or a nursing home. 
Hospitals^ under \pressure to cut costs, are making -some^ effort to coordinate 
their work with other institutions , and some have gone so far as\to share 
services or even tk merge in some fashion. Nurs^ef j growing more assertive 
vis a vis doctors, are trying, to push the, health tare system Into more care- 
ful attention to patients' needs, and nurse practitioners and physician 
assistants are making an effort to fill some of the gaps In our provision of. 
primary care. And the consumer, better educated and more. affluent, ds making 
his voice heard a little more through malpractice suits ^ pressure on legis- 
lators and regulators', and representation on hospital boards and Health 
Systems Aeencies, Change is in the air, , . 
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